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RADIO OVERSIGHT AND S. 1101, THE AM 
RADIO IMPROVEMENT ACT OF 1991 



WEDNESDAY, MARCH 11, 1992 

U.S. Senate, 
Subcommittee on Communications of the 
Committee on Commerce, Science, and Transportation, 

Washington, DC, 
The subcommittee met, pursuant to notice, at 9:30 a.m, in room 
SR-253, Russell Senate Office Building, Hon. Ernest F. Rollings 
(chairman of the committee) presiding. 

Staff members assimed to this hearing: Antoinette D. Cook, sen- 
ior counsel, and John D. Windhausen, Jr., staff counsel; and Regina 
M. Keeney, minority senior staff counsel, and Mary P. McManus, 
minority staff counsel. 

OPENE^G STATEMENT OF SENATOR HOLLINGS 

The Chairman. Good morning. The committee will please come 
to order, and we welcome our distinguished Chairman of the Fed- 
eral Communications Commission, Mr. Sikes. Our colleague. Sen- 
ator Inouye, is indisposed at the moment, but I am pleased to be 
here with you, and we will include a statement, opening comments 
in the record at this time and we will save time and move on, per- 
haps, to hear from you. Senator Stevens. 

First we will have Senator Inouye's opening comments. 

OPENE^G STATEMENT OF SENATOR INOUYE 

Senator Inouye. The Communications Subcommittee has not 
looked at radio broadcast issues in a number of years. Today, we 
will consider the state of the radio industry, the need for changes 
in the rules regulating the radio industry, and the potential impact 
of future technological developments on radio broadcasters. 

Specifically, the Federal Communications Commission is consid- 
ering a number of changes in its radio ownership rules. Concern 
has been expressed that elimination or relaxation of certain rules 
will threaten the diversity in the radio industry. The purpose of 
this hearing is to hear fi-om the FCC, representatives of the radio 
industry, and other interested parties concerning their views on the 
proposed rule changes. 

In addition, the subcommittee will hear testimony on S. 1101, 
the AM Radio Improvement Act of 1991. S. 1101, introduced by 
Senator Pressler, would require the establishment of an AM stereo 
standard. 

The current restrictions on media ownership and to encourage 
media diversity stem from the need to further first amendment val- 
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ues and to encourage media diversity. Owners of media outlets 
tend to impose their own viewpoints on news, information, and pro- 
gramming. I am concerned that, if permitted to own many outlets, 
media owners could restrict what the public sees and hears. 

While first amendment considerations are the primary concern, 
economic considerations also play a key role. Ownership interests 
that provide incentives and opportunities to engage in anticompeti- 
tive acts, raise the prices that consumers must pay and limit the 
types of services that are offered can be detrimental to the public 
interest. On the other hand, a policy that only focuses on diversity 
and restricts the ownership of other outlets may ignore important 
economies of scale or scope, also raising prices and limiting offer- 
ings. Thus, the overall objective in reviewing radio ownership is to 
strive for diversity while balancing it with the need for genuine 
and significant efficiencies. 

As a general matter, I continue to believe diversity continues to 
be important and do not believe that the public interest would be 
served by outright elimination of the ownership rules or other radi- 
cal changes in the rules. That does not mean that I am opposed to 
any relaxation of those ownership rules. The ownership rules have 
always been of great concern to Congress and the FCC should be 
on notice that its actions will be closely scrutinized by Congress. 

I have heard rumors that the FCC does not believe that our con- 
cerns are serious. I want to disabuse everyone of that notion. I 
have very strong reservations about any changes that will reduce 
diversity and intend to take appropriate steps to preserve diversity 
in the radio marketplace. 

In addition, I am concerned about the FCC's liberal policy toward 
local management agreements. This practice effectively enables 
stations to circumvent the local ownership rules and control mul- 
tiple stations in one market. Local management agreements can 
enable one owner to gain an imfair competitive advantage in the 
market. If the FCC permits, for example, ownership of two stations 
in a market, it should not permit those two stations to enter into 
a local management a&nreement with a third. In other words, sta- 
tions should not be able to enter into local management agree- 
ments with stations they could not own under the rules. 

I want to thank all of the witnesses that have agreed to testify 
today. 

Thank you, Mr. Chairman. 

The Chairman. Thank you, Senator Inouye. Do Senator Stevens 
or Senator McCain have statements? 

OPENING STATEMENT OF SENATOR STEVENS 

Senator Stevens. Well, I want to go to that meeting, too, but I 
do not know how long we are going to be able to stay here. 

I do want to say just a word, Mr. Chairman, and that is that I 
understand that the mass media report that has come out from the 
FCC indicates that the bulk of the small stations in the country 
have lost a great deal of money and thiat the top 50 stations ac- 
coimted for 11 percent of the total industry revenue and 50 percent 
of the total industry profit. 

The proposal we are reviewing this morning, I believe, is the 
FCC's proposal to relax the 12-1^12 rule and to modify the duop- 
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oly rule and to encourage joint ventures among stations. Now, I do 
believe that we expressed — some of us expressed our point of view 
on liiis before the outright repeal of the 12-12-12 rule was part of 
our cable alternative, which I still believe is the best policy, but 
clearly in my opinion some relaxation is desirable. 

I do not know how far the FCC was going to go tomorrow, but 
I do think that some of us at least ought to express and encourage 
the FCC to find some way to free radio from excessive regulation, 
and I am hopeful that that will be the outcome of this hearing, that 
we will encourage the FCC to help radio better compete, and one 
way to do that is to try to eliminate some of these regulations that 
inhibit them from competing with the newer media services that 
are available in our country, and so I am one who hopes that the 
committee will indicate to the FCC that while we are going to 
watch carefully what is happening some relaxation is clearly desir- 
able. 

The Chairman. Senator McCain. 

OPENE^G STATEMENT OF SENATOR McCAD^ 

Senator McCain. Thank you, Mr. Chairman, and despite the 
enormity of its success, as you know the picture of broadcast radio 
is very different today than it was 30 years ago. Radio is up 
against competition from numerous outlets that have proven to be 
equally effective providers of information and entertainment. 

Television, cable satellite, among other technologies have 
changed the landscape, but the emergence of new technologies does 
not negate the need for a healthy, viable radio industry and radio, 
of course, is important and a vital part of the American way of life, 
and for this reason in my view it is in the public interest that Con- 
gress look closely at the state and future of^the radio industry. 

The importance of the industry is national and local. Local broad- 
casters, in my view, are a crucial, unifying force in every commu- 
nity. Tneir perspective on the issues facing the radio industry are 
critical in helping policymakers strike the appropriate balance, and 
the decisions which need to be made to ensure its continued viabil- 
ity. 

Mr. Chairman, I welcome all the witnesses including Mr. Jerry 
Misner, who is the general manager of Radio Station KNST in Tuc- 
son. Mr. Misner is a prominent member of the broadcast commu- 
nity in my State and knows first hand the impact of local broad- 
casting on the community it serves, and I look forward to hearing 
your testimony, and Mr. Chairman, I appreciate you holding this 
hearing. I think it is a very important one, and of course we value 
enormously the views and expertise of Chairman Sikes, who I note 
is our first witness. 

Thank you, Mr. Chairman. 

The Chairman. Thank you. Senator Danforth. 

OPENmG STATEMENT OF SENATOR DANFORTH 

Senator Danforth. Mr. Chairman, thank you very much. I ap- 
preciate your having this hearing. Clearly, the radio industry does 
have some problems, and this is a timely opportunity to review the 
industry. The Chairman of the FCC is with us, Al Sikes. After leav- 
ing State government in Jefferson City, where he distinguished 
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himself among other thingps as an assistant attorney general of our 
State, Mr. Sikes was in the radio business for a time. He knows 
this industry very, very well, and I look forward to hearing from 
him. 

The Chairman. Well, good. It is always good to remind him that 
he was an assistant at one time. [Laughter J 

Mr. Chairman, I come from a different direction. I am going to 
be very critical and doubtful about the size, the economies of size 
when you get to, in addition now to 12 licenses, 50, or 80 in all tliat 
you can possibly own, these are public properties. They are con- 
fined to a community or a spectrum, and why should we have un- 
limited ownership which could result in monopolistic kind of prac- 
tices, when the current limits have worked well up until now. That 
is the one thing that we would guard against, as I see it, from the 
interest of the Congress in protecting the public interest. 

What you have is bigger and better economies, generally speak- 
ing, but I want you to explain to me who suggested that we have 
this? I know all advertising is down. Advertising is down for radio 
and TV and for the newspapers and everything else. We are in a 
recession, and so all of a sudden instead of having 11, give them 
24. How does that help? 

With that in mind, I would yield now and be delighted to have 
your statement, and we will include it in its entirety in the record 
and you can highlight it or deliver it as you wish. 

STATEMENT OF HON. ALFRED SIKES, CHAHIMAN, FEDERAL 
COMMUNICATIONS COMMISSION 

Mr. SncES. Thank you very much, Mr. Chairman, and I will in- 
clude a longer statement for the record and try to briefly summa- 
rize those thoughts. 

Let me begin by stating, as Senator Danforth mentioned, that I 
testify both as the FCC Chairman and also from a perspective as 
a former broadcaster. For more than a decade after leaving Mis- 
souri State government I bought, sold, owned, and operated sta- 
tions, and I want to add to that that one of the reasons I chose 
broadcasting was because I thought it was a possibility to make a 
contribution as well as to be in a good business. 

I was not Westinghouse or CBS or Westwood One. All of my sta- 
tions were in smaller markets, and in each instance I can assure 
you that profitability affected both the quantity and quality of our 
news, public affairs, and information programs. So, when I came to 
Washington I had seen American radio first hand. I knew its prom- 
ises. I knew its challenges. 

Soon after President Bush named me FCC Chairman in 1989 we 
developed a comprehensive AM improvement program. It became 
increasingly clear to me, however, that our AM improvement initia- 
tive would not prove enough. The number of dark stations — ^that is, 
those which simply cease to operate, turn off their transmitter — 
continued to escalate. 

Between 1988 and 1990, as this chart will show, average AM 
profits fell one-half while average FM profits fell by more than one- 
third. There were also indications, as the number of radio outlets 
ballooned and some took on too much debt, that stations were try- 
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ing to stay afloat by cutting deeper and deeper into their news and 
public affairs. 

Before I go further, I would like to comment on the ballooning 
of radio outlets, something that is not often discussed. In January 
1985, the FCC through Docket 80-90 took an action which was the 
equivalent of adding a lot of shoe stores to a shopping mall regard- 
less of the need for new shoe stores. The Commission, simply stat- 
ed, added some 689 stations to the table of allocations. In one fell 
swoop, the number of FM stations was increased by nearly 20 per- 
cent. 

These and other developments caused the Commission last sum- 
mer to initiate its attic-to-basement review of these regulations. We 
are now at the stage where the Mass Media Bureau has made rec- 
ommendations and the Commissioners have been discussing and 
exchanging policy option memorandums for something on the order 
of a month. 

Mr. Chairman, it would be inappropriate for me to review this 
interaction. However, as has been widely reported we are consider- 
ing changes in the national ownership caps and our longstanding 
duopolv rules — ^that is, the rules which say you can own an AM and 
an FNl in the same market but you cannot own, say, two AM sta- 
tions in the same market. 

In addition, changes are being considered in our policies regard- 
ing time brokerage, or what sometimes are called local marketing 
agreements. I believe some changes are appropriate and will ad- 
vance the public interest in a diverse, robust, truly viable radio 
broadcasting business. At the same time, I believe the Commission 
should make sure that undue concentration of ownership does not 
develop. 

Though important by virtually any measure, radio today con- 
stitutes a small flsh in a very large media pond. At present we 
have 10,800 commercial radio outlets, roughly one-half AM and 
one-half FM. According to industry statistics more than one-half of 
all radio stations are currently in the red. As the chart before you 
indicates, it is small stations which comprise the bulk of the indus- 
try — ^looking at the far right part of that — and they are losing 
money. The estimated 5,000 to 6,000 stations doing less than $1 
million in sales had operating losses of between 3 and 11 percent 
of sales in 1990. 

This financial distress takes place against a backdrop of a media 
marketplace in which radio now plays a diminished role. In 1945, 
before TV became an advertising and consumer phenomenon, radio 
accounted for 25 percent of mass media advertising, as the pie 
chart on the left indicates. Today, radio share is down to 11 per- 
cent, and if we include other advertising vehicles like yellow pages, 
direct mail, and direct marketing, radio's share drops below 7 per- 
cent of advertising revenue. 

In addition, it is also important to note that radio is far more 
fragmented than other mass media businesses. The top 10 firms in 
cable have 55 percent of the market; in newspaper, it is 45 percent; 
in television broadcasting, 35 percent. In radio, by contrast, the top 
10 firms accoimt for just 15 percent of the market, and as we have 
seen literally thousands of firms divide the rest. Given the huge 
quantity of radio stations, the intensely competitive environment. 
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and the fact so many are financially weak, current ownership lim- 
its in my view are harmful to the public interest. 

Today, there are scores of dark stations, radio outlets which have 
ceased operation and are available to almost any entity that wants 
to apply. Changes would allow stations, for example, to reduce 
their operating losses by consolidating administrative expenses. 
That would enable stations to preserve, add, or expand local news 
information and public affairs operations. 

According to our estimates, the financial impact of these savings 
would begin to materially improve the industry's outlook. To give 
vou an idea, consider that in 1990 the industry spent about $1.7 
billion on general and administrative expenses. If 10 percent of 
those costs could be eliminated through CTeater joint ventures, 
combinations, common ownership— and I tnink that would be a 
conservative estimate — ^it would boost industry profit by 30 percent 

Alternatively, if half the savings were plowed back into better 
programming, it would raise sluggish programming outlays by 5 
percent and still raise industry profits by 15 percent, so the poten- 
tial we are discussing is significant. Strengthened radio broadcast 
companies would be better able to compete in capital markets. 
They would be better able to compete for good personnel. Stations 
would be better able to bear the cost of private retirement systems, 
health insurance, and other employee benefits which workers at 
larger companies take for granted. 

In fact, to digress a moment, I first met Eddie Fritts when as 
group owners of small radio stations we were at an NAB conference 
trying to determine how we could improve the health care coverage 
for our employees by making volume purchases, and generally 
speaking small radio stations without ownership combinations 
were not able to afford these kind of health care benefits. 

Overall, radio companies' ability to provide good training for 
women, minorities, and others would be enhanced. Because most 
first-time station buyers previously worked as radio employees, ef- 
fect over the long term I think would be to expand ownership in 
these important categories. In my view, a majority of radio stations 
will continue losing money if tne FCC fails to reform its radio 
rules. No reforms almost certainly will mean less local news, infor- 
mation, and public affairs programming. In radio, there is always 
an alternative to local news programming. It is called music. 

Let me now discuss briefly the issue of AM stereo broadcast 
standards, which is the focus of Senator Pressler's bill. Mr. Chair- 
man, I would like to commend Senator Pressler for introducing this 
measure. AM radio today faces a problem of being a low-technology 
service in a high-technology field. While I share the desire to help 
listeners and stations, today there is a de facto AM standard — the 
Motorola C-QUAM system. 

Since 1982, Motorola has sold 591 stereo systems to U.S. broad- 
casters. At one time, as many as 100 stations may have been using 
the Kahn system, but a recent station survey indicates that few, 
if any, are still using that system. Twenty-six receiver manufactur- 
ers incorporate the Motorola system in at least one model. None in- 
corporate the Kahn system. 

Many in broadcastme believe the next likely advance will involve 
digital transmissions. Owners at present seem reluctant to upgrade 



Digitized by 



Googk 



traditional media with new advances seemingly on the horizon. Ad- 
ditionally, the AM part of the industry is — and I mean this as an 
understatement — capital poor, and for the most part unwilling to 
seed the advancement of AM stereo, which in order to be helpful 
will require years of waiting for AM stereo receivers to replace the 
current ones. While I would have supported legislation like this in 
1982, speaking of Senator Pressler's bill, I believe that today it is 
not warranted. 

Finally, to conclude, Mr. Chairman, in radio broadcasting it 
seems to me that Government policy should rely more on the carrot 
and less on the stick. Changing the rules of radio is a part of the 
solution. It is one step Government can and should take to restore 
strength and broadcast quality to an important part of the overall 
media bounty that Americans can enjoy. 

Thank you very much. 

[The prepared statement of Mr. Sikes follows:] 

Prepared Statement of Alfred C. Sikes 

Thank you veiy much for this opportunity to review the Federal Communications 
Commission's (FCC) reform initiatives regarding radio broadcasting, and to discuss 
AM stereo and the Pressler bill (S. 1101). 

ALUMNUS OF THE INDUSTRY 

Let me begin, Mr. Chairman, by stating that I am testifying before the Sub- 
conmuttee today not only as FCC Qiainnan, but also as a radio broadcasting alum- 
nus. 

For more than a decade after leaving Missouri state government, I bought, sold, 
owned, and operated stations — first in Louisiana, Texas, and New Mexico and, after 
starting my own company, in Missouri and Colorado. 

I wasn't Westin^ouse, or CBS, or Westwood One. I did not own anv 50,000 watt 
"clear channel" stations. All mine were in smaller markets where, if they did not 
confront intense competition from other radio outlets, they certainly contended with 
competition from other advertising media — many bigger and more profitable. 

Some of my stations— the FMs-~did well. But particularly my one AM that lacked 
a sister FM station, struggled. In each instance, station profitability affected both 
the quantity and quality of news, public affairs, and information programs. 

A STRONG POUCY SENSE 

So, I came to Washington with not just a policy sense but experience. I had seen 
American radio first-hand. I knew its promise, and also understood its challenges. 

Because this medium contributes a great deal and can contribute more, my hope 
is the FCC can help advance its overallcompetitiveness — and, most importantly, im- 
prove the quality of service radio can provide, given the chance, to the American 
people. 

INITIAT ..G A COMPREHENSr'E PROGRAM 

Soon after President Bush named me FCC Chairman in 1989, I had a series of 
discussions with mv colleague. Commissioner Quelle — who is also a radio alumnus. 
Alonp with our colleagues, we decided, first, to convene an all-day, en banc, public 
hearmg on the challenges which AM radio confronts. That session gave industiy and 
the public an opportunity to participate actively in the policymaking process. 

Second, woiking with the regulatoiy experts in the Mass Media Bureau and in 
consultation with industry, we developed a comprehensive "AM Improvement Pro- 
gram." This initiative involved complicated changes in the technical rulesgoveminff 
AM radio. It also entailed improving the quality of AM radio receivers. The overafl 
objective is to strengthen AMs ability to compete — and serve the American listening 
public. 

NEED FOR FURTHER STEPS 

It became increasingly clear to me, however, as we worked through this effort's 
complexities that our AM improvement initiative would not prove enough. 
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The number of "dark stations* — ^that is, those which simply ceased operating^ 
continued to escalate. Station prices plummeted, and the number of transactions 
dramatically declined. World-class media companies which had previously been sig- 
nificant radio market factors exited the business. There were also — at least 
anecdotally — indications, particularly as the number of outlets ballooned and some 
took on too much debt, that stations were trying to stay afloat by cutting deeper 
and deeper into their news and public affairs budgets. 

MASS MEDIA BUREAU RECOMMENDATIONS 

These and other industiy developments caused the Commission last summer to 
initiate its "attic-to-basement" review of broadcast regulations. At the time, we pro- 
posed many specific changes in our radio rules. We are now at the stage where- 
oased on pubhc conunents plus their own expert, independent analysis — me FCCs 
Mass Mema Bureau has made a series of reconunendations. At the same time, for 
the last month the Commissioners have been discussing and exchanging policy op- 
tion memoranda. 

Mr. Chairman, it would be inappropriate for me to review the interaction among 
Bureau experts and Commissioners. However, we are certainly considering chances 
in both our national ownership "caps" for radio, and our longstanding duopoly* 
rules — that is, the rules which say you can own an AM and an FM in the same mar- 
ket, but can't own, say, two AM stations. In addition, changes are being considered 
in our policies regarding "time-brokerage* or "local marketing* agreements. 

CHANGES IN THE UMITATIONS APPROPRIATE 

I believe some changes are appropriate and will advance the public interest in a 
diverse, robust, truly viable radio broadcasting business. At the same time, I believe 
the Commission should make sure undue concentration of ownership does not de- 
velop. 

Let's look, first, at the investment limitations. Initially, there were no Govern- 
ment limits on the number of stations any single entity could own. But back in ra- 
dio's heyday — ^the Thirties and the Forties, when radio was the electronic medium- 
concerns surfaced regarding excessive concentration of both economic and ideological 
power. Conseauently, the FCC adopted limits on how many stations one entity could 
own. Gradually raised over the years, and last changed in 1985, those limits stiU 
exist. 

Today, no entit>[ can own more than 24 radio stations — ^that is, 12 AM and 12 
FM — except minoritv-controlled entities, where the cap is 14 stations for each seiv- 
ice. But let's consider that investment limitation in the context of toda/s media 
mcuket. 

CHANGES IN CONTEXT 

At present, more than three-quarters of Americans have access to an average of 
at least nine over-the-air TV signals, 22 radio stations, and 37 cable channels. This 
is a level of electronic media aoundanoe unparalleled anywhere else in the world. 

Though important, by virtually any measure radio constitutes a small fish in a 
lai^e media pond. Its competitive posture — and attractiveness as an investment- 
should also be assessed against other media with which it clearly competes. See Ap- 
pendix. 

NEWSPAPER COMPETITION 

For example, we currently have about 1,900 daily and Sunday newspapers. There 
are no special limits on newspaper ownership, apart from those implied by the anti- 
trust laws, and chain ownership has been increasing for many years. At present, 
over 80 percent of circulation — and, presumably, over 80 percent of the industiys 
$37 billion in advertising revenues — ^reportedl^ is controlled hy newspaper groups. 

een depressed, in 1990 the publicly- 



incidentally, while newspaper revenues have ^ , ___ ^ .^ 

traded companies nevertneless averaged 14.7 percent operating margins, according 
to the Commerce Department — significantly above many other enterprises.^ 

TELEVISION BROADCASTING 

We also have about 1,300 commercial television stations. Television advertising 
revenues, while down slightly, nevertheless were about $21.4 billion in 1991.* 



^ 1992 U.S. Industrial Outlook at p. 25-4. 

'Wall Street Journal, Mar. 5, 1992, p. B-5 at col. 4 (reporting Television Bureau of Advertis- 
ing statistics). 
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FCC regulations limit the number of TV stations any entity can own. Manv migor 
maiket stations, however, are group-owned, and publicly traded TV broadcasting 
groups account for an estimated 48 percent of industry revenues. According to one 
leading investment banking firm, those groups had mean net margins in 1990 of 
about 9.4 percent.^ 



CABLE TELEVISION COMPETITION 



In addition, we currently have some 11,100 cable television systems serving about 
64 percent of American homes with television sets. The Commerce Department is 
projecting that total cable industry revenues should reach about $25.1 billion this 
year.* The top 10 multiple system operators, incidentally, should account for at least 
50 percent of industry revenues. The mean operating cash flow margins for leading, 
publicly traded cable companies, according to one estimate, are also about 48.5 per- 
cent.** 

Fastest growing of its operations has been cable's advertising revenues, which 
rose to $2.5 billion in 1990. That 25.8 percent annual increase, incidentally, also fea- 
tured a 28 percent pick-up in local advertising.® That's where cable and radio rates 
are often quite similar, since both are *^arrow casting^ media and thus represent 
especially taiiget efficient advertising buys. 

As with newspapers, only the antitrust laws place limits on the number of cable 
television systems a given entity can control. 

RADIO BROADCASTING REALITIES 

Then, of course, there is commercial radio broadcasting. At present, we have 
10,800 commercial radio outlets — roughly half AM and half FM. According to indus- 
try statistics, more than half of all radio stations are currently in the red. 

This year, total radio advertising revenues should amount to about $8.9 billion — 
about one-third those of TV or cable, and one-fourth of the newspaper industries. 
Radio will also remain essentially local in character. Today, local advertising ac- 
counts for about 78 percent of total radio revenues, a percentage which has been 
growing over the past 20 years. 

Radio now accounts for a small fraction of total U.S. total media advertising. Esti- 
mated to total about $138.2 billion this year, radio's share should be about 6.4 per- 
cent. In other words, of eveiy $1 spent on all media advertising, radio's share in 
1992 will be less than 7 cents. Even if the revenues from advertising media such 
as direct mail, yellow pages, and billboards are removed, radio represents only about 
11 percent of media spending. 

Because ownership in radio is so dispersed^and most group owners are neither 
publicly traded nor obliged to report revenues — it is hard to calculate national radio 
business concentration ratios. One estimate is that the top 10 firms account for 
about 15 percent of total radio revenue. Statistics also show, nowever, that last year 
55 percent of all radio stations lost money. In the past 12 months alone, more than 
150 stations have simply ceased operation. 

WHY REGULATORY REFORM IS NEEDED 

Given the huge quantity of radio stations, the intensely competitive environment 
in which virtually all of them operate, and the fact so many are financially weak, 
current ownership limits are harmful to the public interest. 

It is not easy to explain, for example, why FCC rules should bar common owner- 
ship of two faltering AM radio stations in the same metropolitan area. In most such 
areas, literally dozens of cable television channels are owned and controlled by a 
single firm. In most cities, moreover, there is only a single local newspaper. In many 
instances, that paper shares ownership with area weeklies, news magazines, and 
other advertising media. 

Radio, the most fragmented of media, now cannot consolidate to achieve ''critical 
mass." Since economies of scale and scope are limited by FCC regulations, radio is 
forced into a higher cost-to- revenue structure than other advertising media. Artifi- 
cially holding radio back makes it less effective relative to newspapers, cable, and 
other advertising media. Advertisers are denied' the full benefits which stronger 
media competition would bring. 



^Morgan Stanley & Co., Media & Communications Report 1990 (1991) at p. 83, exhibit 13. 

* 1992 U.S. Industrial Outlook at pp. 31-7, 31-9. 

" Media & Communications Report, supra n. 2, at p. 147, exhibit 9. 

•1992 U.S. Industrial Outlook at pp. 31-7, 31^. 
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NO "SILVER BULLET" 

A traditional rationale for imposing national "caps" on radio station ownership 
was that there were few licenses. Eaoi licensee could monopolize a program niche 
and he assured of a very profitable business. Consequently, the Government encour- 
aged maximum ownership diversity. 

Today, however, there are scores of "dark stations" — radio outlets which have 
ceased operation altogether, and are available to almost any entity which mi^t 



apply. 
Ch) 



radio broaocasting, particularly AM radio. It is, however, an important part of the 
solution. Together with the other dianges in radio rules whidi the FCC has already 
initiated, changing ownership limits could have an afiirmative impact. 

POSITIVE GAINS LIKELY 

Changes would allow stations, for example, to reduce their operating losses by 
consoliaating management, sales, and administrative staffs. That would enable sta- 
tions to preserve, add or expand — ^local news, information, and public affairs oper- 
ations. A just completed study by Associated Press Broadcast News Service finds 
that radio stations in largper markets have larger news staffs, run longer newscasts, 
and believe news is more important, than stations in smaller markets. Though these 
results were not compiled by large vs. small station, or group vs. independent owner 
per se, the fact that laige markets are characterized by nij^her average station reve- 
nues suggests that this higher investment in news is a mnction of the benefits of 
scale. 

Strengthened radio broadcast companies would be better able to compete in both 
debt ana equity capital markets. They would be better able to compete for good per- 
sonnel. Stations would be better able to bear the cost of private retirement systems, 
health insurance, and other employee benefits which workers at larger corporations 
today take for granted. Overall, radio companies' ability to provide good training for 
women, minorities, and others would be enhanced. Because most nrst time station 
buyers previously worked as radio employees, an effect over the longer term could 
be to expand ownership in these categories. 

IF NOT THESE REFORMS, WHAT 

In my view, a majority of radio stations will continue losing money if the FCC 
fails to reform its radio rules soon. Over time as more and more stations fail the 
remaining ones will become stronger. I do not think, however, that the Government 
wants to Duild strength by forcing others to fail and, as an end result, have fewer 
channels devoted to radio with a concomitant loss of quantitative diversity. 

No reforms will also almost certainly mean less local news, information, and pub- 
lic affairs programming. In radio, there is always an alternative to local news pro- 
gramming: more music. 

No reforms will also, over time, have the practical effect of reducing competition 
in local advertising markets. At present, radio competes with newspaper and cabk 
television operations. Stronger owners would be better positioned to compete with 
these laiger and, in most markets, entrendied media interests. 

As competition in advertising markets ordinarily reduces prices — and, the cost of 
advertisixig is reflected in nearly everything consumers buy— ensuring that radio be- 
comes a stronger competitor should help consumers in the long run. 

AM STEREO ISSUES 

Let me now discuss the issue of AM stereo broadcast standards, the focus of Sen- 
ator Pressler's bill (S. 1101). 

Mr. Chairman, I want to commend Senator Pressler for introducing this measure. 
It indicates a genuine interest in the welfare of AM radio and, more importantly, 
radio listeners. These, of course, are interests which I share. I would have in the 
immediate aftermath of the FCC's failure to set an AM stereo standard in — sup- 
ported this bill. 

But while I share the desire to help listeners and stations, I do not believe enact- 
ment of S. 1101 now would necessarily accomplish these goals. 

Today, there is a de facto AM standard: the Motorola C-Quam system. In 1982, 
five companies had developed AM stereo systems. Shortly after the Conmiission's 
decision not to select a standard, however, tne field narrowed to two— Motorola and 
Kahn/Hazeltine. 

Since then, the Motorola svstem has dominated by a large margin. Motorola has 
sold 591 stereo systems to U.S. broadcasters. At one time as many as 100 stations 
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may have been using the Kahn system. A recent station survey, however, indicates 
that few if any are still using Kahn system. 

Twenty-six receiver manufacturers incorporate the Motorola system in at least 
one model; none incorporate the Kahn system. Of these, 24 are adding AM stereo 
to automobile receivers, and 22 million -Motorola receivers have been built with the 
Motorola system. In the mid-80s, approximately 280,000 receivers were made that 
would decode both the Motorola and Kahn signeds. These multi-mode receivers, how- 
ever, no longer are produced. Internationally, Australia, Brazil, Canada, Mexico, 
and Japan have adopted the Motorola system. No countries have adopted the Kahn 
system. 

In 1991, the Commission decided in its AM improvement proceeding that it would 
award a preference to any party seeking a license in the AM expanded band (1605- 
1705 kHz) if it committed to broadcasting in stereo on its expanded band station. 
Prospects for AM stereo, however, remain unclear. 

Many in broadcasting believe the next likely advance will involve digital trans- 
missions. Owners seem reluctant to upgrade traditional media with new advances 
seemingly on the horizon. 

CONCLUSION 

In radio broadcasting, Mr. Chairman, it seems to me that Government policy 
should rely on more carrot, and less stick. Continuing to apply outmoded restric- 
tions on commercial operations, and to limit investment flexibility, I submit, makes 
little sense, given today's radio broadcasting realities. 

Changing the ownership and associated rules in radio is part of the solution. It 
is one step Government can and should take to restore strength and broadcast qual- 
ity to an important part of the overall media bounty that Americans can enjoy. 

I hope that the Subcommittee will support this FCC effort. 

Thank you. 
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AVERAGE RADIO OPERATING MARGINS FOR DIFFERENT SIZE STATIONS, 1990 
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radio's diminished presence in mass media— percent of advertisjng dollars 
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The Chairman. Now, Mr. Sikes, I do not believe what I am hear- 
ing. You are worried because they do not have health care benefits 
at these radio stations and the minorities are not given a chance 
to own stations. If I remember correctly, we had written into the 
appropriations bill a rider that you do not do away with the minor- 
ity ownership rule, and then after all of this and we put those re- 
quirements on your appropriation, you are coming up here and tes- 
tifying that you are worried this morning about minorities and 
health care benefits? 

Mr. SncES. Well, first of all, we went to the Supreme Court and 
we supported the retention of the minority preference requirement, 
and in fact, on a 5-to-4 decision the Supreme Court extended that. 
We took that step after I became Chairman. The point I am simply 
trying to make is that a lot of the good employment opportunities 
and good training opportunities are available in strong communica- 
tions companies, not in weak companies. 

If you keep companies weak, news, training, things like that be- 
come variable costs, and when they cannot pay their debts or when 
they cannot pay their utility bill, they cut those other benefits, and 
I think those other benefits are quite important to America's work- 
ers. 

The Chairman. The truth is they have cut the power. I have got 
seven stations, you can buy three of them that are closed off right 
now in my backyard. 

Mr. SiKES. Well, that is right. 

The Chairman. So, you have got too many licenses. They were 
not economically viable to begin with. I remember 25 years ago 
when I came here, they said, "Man, do like Lyndon. Get yourself 
a license. Go back home and make a fortune." Heavens above. That 
was a conflict of interest. They told me you could not do that. They 
put me on the communication subcommittee, so I could not own 
any stock in communications, so now we have got too manv, as you 
say, 20 percent average of just issuing 600 and some added licenses 
here in the last few years and they have just closed down. 
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I mean, health benefits, they have just got too many of them. 
Now, let us go back to how many own 12 licenses, and want 12 or 
20 or some 30 more. How many entities or individuals, corpora- 
tions, otherwise own 12 licenses right now in America? 

Mr. SiKES. I do not know the precise number. The three largest 
group owners are Willis Broadcasting with 13 AM and 13 FM sta- 
tions. The reason for 13 is, it is a minority-owned company and 
then you have Reagan-Henry broadcasting which is also minority 
owned, with 12 FM and 9 AM and then CBS with 13 FM and 8 
AM stations. They have the 13 FM because as a part of the pur- 
chase of the WCCO properties in Minneapolis/St. Paul they were 
given a 1-year waiver to hold a 13th, and so you have really 
got 

The Chairman. Well, that is only three and the best and the 
brightest CBS has still got four to go. They are not limited by the 
rule. 

Mr. Skes. Well, I think what is happening is you have got two 
dimensions to this. The economies of scale to be achieved nationally 
are very small and that is the reason that I would agree with Sen- 
ator Stevens at base. I do not think these national limits mean 
very much, but if you allow some combinations locally that are not 
currently allowed by the duopoly rules, then there are economies 
of scale. 

You can cut down management costs, you can spread news costs 
over more stations, you can spread programming costs over more 
stations, so I think it is the duopoly limit that is having, that is 
exerting a downward pressure on the number of stations nationally 
that are owned. 

The Chairman. But there are only three that are really up to the 
limit now. I am trying to find out who is knocking on the door. 
Heavens above, if we could only get 24 of these instead of 12, and 
you do not have anybody with 12. You have CBS with only 8. I am 
beginning to wonder where this all comes from because you get 
economies of scale. We politicians always go into the mill shifts and 
meeting people, knock on the door of a radio station, you are lucky 
to find anybody in it. 

I mean their machines are all working and the fellow is out sell- 
ing his advertising and it is just ^oing fine. I can tell you that. You 
listen to the midday or the daytime radio and there is one fellow 
running the whole thing. 

Mr. SncES. Well, I think the economies of scale to me in my ca- 
reer as a broadcaster were demonstrated in AM/FM combinations 
where I could, say, get the AP wire service and I would pay a little 
bit more because I nad two stations, but the cost for each station 
was a lot less than if I had only had a single station. Where I had 
sales people selling two formats and two sales inventories and I 
had a proCTam director, if my formats were not too far apart, they 
could work on both stations. A news director could work on both 
stations. 

So, I think that is where the economies will come and I think 
that you will see better programming and better news and better 
public affairs as a result. 

The Chairman. Well, I wonder, because there are not many that 
are really taking advantage of the 12-ownership rule that you have 
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in place — ^very, very few. There is only, to a certain degree, and I 
am just wonaering. You have got a lot of problems. I went to a sta- 
tion the other day and this crowd had petitioned, and it was a little 
small town in Hartsville, SC, and they had spent $1 million in I 

faess it was 3 or 5 years, but let us just sav it was 3 years and 
1 million in legal fees up here to get an FM license for their AM 
station. 
Now that is bureaucracy at its worst. In fact, I think it was 5 

?^ears. I mean, you cannot, in a little town, hire these Washington 
awyers up here and pay all that and sit and wait it out. That is 
an outrage, that is the problem. This other one of getting 12 and 
deregulating, I am a bom-again regulator. I have seen enough of 
this deregulation, with the airlines, or the banks, or the savings 
and loans, and everything else, and it is a fetish. 

They act like the market forces can solve all our problems. They 
are going to take care of us all. Not at all, we find out differently, 
particularly in this complex society in which we live, and you have 
got 12 stations and you can own 12 stations, and you can only 
name 3 entities that have gotten up to the limit, and I do not see 
the big demand and the big economies of scale, the way these sta- 
tions operate and the best you can come forward with and you 
know that is spurious, is to talk about minorities now and health 
costs. 

Heavens above, we are not issuing licenses for minorities and 
health costs. We are issuing licenses for the general public ^ood, 
and I know you changed the Commission around, but we nave 
fought for years trying to hold the line for minority ownership over 
at uie Federal Communications Commission. 

I have some other questions, but let me yield now to Senator Ste- 
vens. Well, he has already had to go to that other meeting. We 
have a meeting over at Appropriations at 10 a.m. 

Senator McCain. 

Senator McCain. Is it correct, Mr. Sikes, would you say that the 
overwhelming majority of the people in the broadcast business 
today, the radio broadcast business are supportive of some relax- 
ation, if not necessarily along the lines of what we are describing 
today? 

Mr. SncES. Yes. 

Senator McCain. Is there anyone in broadcasting that you know 
of that is opposed? 

Mr. SncES. I am sure there must be and I know you have later 
panels and perhaps they are better able to 

Senator McCain. The National Association of Broadcasters is in 
favor of expansion. 

Mr. SiKES. They are. 

Senator McCain. And their argument is mainly along economic 
grounds; is that correct? 

Mr. Sikes. I think that is right. 

Senator McCain. Are you concerned about the possibility of one 
or two or three or four stations thereby dominating a medium mar- 
ket in a metropolitan area, either large or small? 

Mr. Sikes. I think the only time you would have a combination 
that would go at 4 or above would be in very large markets where 
you have 25, 30, 40, 50 radio stations. We have got 10 markets in 
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the country with over 40 radio stations and I do not see any pros- 
pect of dominance at all in the big markets which is the market 
you are addressing. There are typically over 100 separate channels 
or outlets of communications today. 

You have got cable with an average of 35, you have got broad- 
casting with an average of, I think, 10 in those markets. You have 
fot radio with an average of 40, let us say 30 to 40, in those mar- 
ets. You have typically then got a daily newspaper. In a few you 
have got two dailies. You have got a number of weeklies. You have 
typically got some local magazines and so the thought that there 
is going to be a dominating effect in today's communications-rich 
market, I just think is not correct. 

Senator McCain. Mr. Sikes, my personal experience has been to 
spend as much time as possible at radio stations and one of the 
reasons for that is that my views are not then filtered through a 
print media. I found that to be an enormous advantage from time 
to time. In my visits to radio stations, particularly small ones, is 
as you described when the budget shrinks, it is the news and pub- 
lic information part of the budget that goes down. 

Frankly those of us who are in public life are very interested in 
seeing that not only maintained, but expanded from time to time, 
but obviously that is not their revenue raisers, particularly those 
stations that are not, "news stations," and I have talked to owners 
of stations who say. Look, our goal is to get, and our listeners lis- 
ten to our radio station because they like rock, or they like easy 
listening, or they like whatever it is, the kind of entertainment we 
provide, excuse me, or country, and they say when our budget 
crunch goes down, we are not going to cut the number of records 
that we play, or tapes that we play. We are going to cut the public 
information and the news because that is not our primary form of 
revenue." 

Now, if your numbers are correct, and I have no reason to dis- 
believe them as to what is happening to the profit margins, in the 
economies of the stations, it seems to me that you make a strong 
argument for some relaxation. Also, I think that it would be helpful 
to this committee if you could provide for the record the number 
of stations that have gone under in the last couple of years, be- 
cause of economic reasons, and I wonder if that is significant in 
your view. 

Mr. Sikes. Yes, I think it is significant and Senator HoUings 
mentioned that in one town, in South Carolina, there are three sta- 
tions that have gone under and I think that is unfortunately sym- 
bolic of what is happening too oflen. I would like to respond to a 
point you made. Senator McCain. You know, in the radio business 
there are certain things you have got to buy. You have got to have 
a place to do business. You have got to have a transmitter tower, 
antenna, you have got to pay the utility bill or the transmitter does 
not work, et cetera, et cetera. 

One of the things you have got to buy' is you have got to buy 
what are called blanket music licenses typically. ASCAP and BMI, 
although there is a third one called SESAC that some also buy. 
Now, once you have made that payment, and it is on a formula 
basis, then you can play all the music that those people license and 
you do not have to pay any more. I mean, you pay cased on your 
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revenue, not on how many times you play a record, so you know, 
the music cost is not a variable cost. You have got to do it unless 
you are an all-news station. 

So, when you get to the point where you are running out of 
money, you are going to cut those people and you are going to put 
that music on. Now, I think in the long run that is a self-defeating 
approach. But if somebody is trying to make the payroll or having 
to pay the bank to avoid foreclosure, self-defeating approaches are 
quite common. You know, they cannot be avoided. 

Senator McCain. Finally, what would you recommend to ensure 
that if contemplated action would be carried out to ensure that mi- 
norities are able to compete for ownership licenses, Mr. Sikes? 

Mr. Sikes. Well, I think the key here — ^and I will depart some 
from the National Association of Broadcasters, although I do not 
want to prejudge a petition they recently filed. They filed a petition 
asking to freeze FM allocations, do not create any more FM sta- 
tions. I understand the motivation behind that — I would say in the 
great, great bulk of the markets at least, if it is my money, I would 
not want an FM station, a newly created FM station. 

But, as you know, especially being from the western part of the 
United States, there are a lot of towns that are growing rather rap- 
idly. You know, new towns, a lot of people moving in, new indus- 
tries coming in or maybe they are a resort or a retirement commu- 
nity. So, you can end up with communities that do not have as 
many radio stations as the economy will support, and so somebody 
comes in and they want an allocation, and I would be very hesitant 
to say "No, let us freeze, let us not allow that," and that to me is 
the key. 

I mean if new entrants are to get in, it is going to be either on 
those new allocations or alternatively it is going to be buying those 
stations that are going dark, and I suspect it is easier to get credit 
for those new allocations than for the stations that have gone dark. 
I presume that if you walk into a bank or you walk into a meeting 
of a group of friends and say I want to buy the station up the street 
that just went bankrupt, you would probably have a harder time 
raising the money. 

Senator McCain. Thank you, Mr. Chairman. 

Senator Ford [presiding]. Senator Danforth. 

Senator Danforth. Chairman Sikes, when you showed us the 
chart that indicated a bleak picture for the radio industry, what is 
the reason for that? What is the problem? 

Mr. Sikes. I think there are a lot of problems. First of all, I will 
try to give you this as swiftly as I can. Cable is in the "narrow cast- 
ing'' business. Typically it sells at what generally we call radio 
rates, so that if you are in a market where you can get a commer- 
cial on radio for $10, you can probably get a commercial on cable 
for $10 or if it is a $50 market, then there is probably a $50 com- 
mercial on cable. 

Cable is the most rapidly growing advertising medium, mass me- 
dium in the Nation and it is eating into radio. Additionally, we cre- 
ated a lot of new UHF television stations. Those new television sta- 
tions, lacking a big audience at the beginning, they typically sell 

radio rates. 
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Third, we created, as I indicated, 600, almost 700 new radio sta- 
tions in the middle 1980's and that has had a chilling effect on 
radio. 

Fourth, there are a lot of mass marketing techniques. Direct 
mail, telemarketing are the two biggest of those that come in and 
take some of that. And then, in towns in I know a number of your 
States, certainly — well, in all of your States — ^Wal-Mart is a phe- 
nomenon. Wal-Mart comes in, x number of small stand-alone retail- 
ers over time go out of business. Wal-Mart makes big buys on a re- 
gional or national basis, typically buying over that small radio sta- 
tion. 

That small radio station loses the clothing store, loses the shoe 
store that go out of business and that is part of the phenomenon. 
Malls are also part of the phenomenon. People move from $5-a- 
square-foot space into $30-square-foot space; tney are promised pe- 
destrian traffic and they are promised "umbrella advertising. 

And so they drop back significantly in their monthly expendi- 
tures. This is a quite different world and radio faces a really hard 
road. 

Senator Danforth. Now I think that it is in your testimony that 
you say that in smaller markets, radio has had a harder time than 
in larger markets. Why would that be? 

Mr. SncES. Just not as much wealth to go around. I mean, I can 
tell you about — ^I bought an AM/FM combination in Cape 
Girardeau. I did not do well with them by the way, I will state that 
at the very outset. There were 10 stations as I recall when I bought 
them. That is a county of 60,000. I had low-powered facilities, 250 
watt daytime and 3,000 FM, so I was not getting very far out of 
Cape Girardeau County. 

You know, with 10 stations, then a guy named Gary Russ came 
in with a very successful free distribution paper, then a UHF sta- 
tion was created in town, then Docket 80-90 came along and cre- 
ated a station in Chaffee which is just up the road and reaches into 
Cape Girardeau. I could go on ana on. There was not much wealth 
and there were an awful lot of people competing for it. 

Senator Danforth. Do you think that changing these rules, the 
duopoly and multiple ownership rules is central to the problem or 
is it just touching edges? 

Mr. SiKES. Well, it provides an opportunity for combinations to 
develop that can enjoy real meaningful economies of scale, and so 
I think it is one possibility. In the nnal analysis, I think the radio 
industry will continue to be an extremely competitive industry and 
you are going to need to do well, do your job well to make money. 

Senator Danforth. Do you think that the combinations are 
goine to— or relaxing the duopoly rule, are these going to effect 
smaller communities that have been particularly hard hit? 

Mr. SiKES. It depends on how small the community is. If it is a 
real small community the chances are good it only has a station or 
two and so that will not effect it because right now you could own 
both stations, if one happens to be an FM and one happens to be 
an AM. 

In Osage Beach, MO, I had an AM/FM. They were the only sta- 
tions licensed to Osage Beach. So in the real small towns, no, it 
will not make a difference, but if you get into towns like Cape 
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Girardeau and Springfield and places like that, then, yes, it will 
make a difference. 

And the reason people were so anxious to have an AM/FM com- 
bination before the AM medium went south is because they a£^ain 
had two stations and they could spread their management, uieir 
marketing, their sales, their news, their programming costs 

Senator Danforth. No, I understand your theory, and you have 
made that very clear. My question is, you painted such a bleak pic- 
ture of this industry, particularly in smaller towns with the Wal- 
Marts and with all the other ways, cable and so on, all the other 
ways people can spend their advertising money. It seems to me 
that the cure that you are suggesting and I do not disagree with 
it, but it seems as though it is an aspirin tablet for a major disease. 

Mr. Skes. I would not quarrel with that. I can talk optimisti- 
cally about radio. The fact that you cannot do it by wire for the 
most part, I mean, there is cable radio, but again, for the most part 
you cannot do it bv wire because people do radio on the move. ^Hiey 
do it in their bathrooms or they do it in their cars or they do it 
on the beach and they do it a lot. 

And I saw some smiles, I should say listen a lot. [Laughter.] 

And the end result — ^we also have a problem against indecent 
broadcasting. [Laughter.] 

But anjnvay, I think there will continue to be an opportunity but 
I think that it is going to be a competitive one and there are going 
to have to be some changes to really have a good opportunity. 

Senator Danforth. Thank you very much. 

Senator Ford. Senator Bums. 

OPENING STATEMENT OF SENATOR BURNS 

Senator Burns. Thank you, Mr. Chairman, and thank you. 
Chairman Sikes for coming down this morning and visiting about 
what appears to be a very serious problem we have in the radio 
business. 

Sometimes I get the feeling that we would solve most of our 
problems if we just be a little more selective on the salesmen we 
nave. But I congratulate you for sort of being ahead of the curve. 
I think some of these things that you have thought of down at FCC 
have been ahead of the curve and probably trying to look into the 
future a little bit and seeing what changes have to be made now 
for the good of the industry, maybe not in the short goal, but in 
the lone goal. 

And I congratulate you for that. I think we in Congress set tied 
up in what have you done for me lately which would be todfay and 
how it affects them tomorrow instead of looking at the long term 
on the problems your industry has. 

On your graph over there a little while ago showing the amount 
of growth or advertising going from 55 percent to cable, 45 percent 
to newspapers, 34 percent to television, and 15 percent to radio, I 
was interested in those figures. And then you come back with a 
statement that cable and VHF, the new VHP stations coming on 
more or less sell at radio rates. 

And yet it is based on subscribers rather than viewership or 
readership. The mjgority of. I would say newspapers that I biiy I 
read the Wizard of Id, work the crossword puzzle and read Shoe 
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and then I wrap the garbage in the rest of it the mjgority of the 
time, and so I would say that somebody that is placing advertising 
might want to take another look at their penetration. 

But we are here on the Hill, we are concerned allowing more sta- 
tions to be owned at the local level and that threatens — I think we 
are concerned about local diversity. It seems to me that we tend 
to talk about it very abstractly if it were self-evidence, without sup- 
porting evidence or documentation, what in your view is the worst 
case scenario that we face in the real world and why do you think 
it either is or is not cause of a genuine worry, is the diversity ques- 
tion. 

Mr. Sixes. I think diversity is multifaceted and I think it has 
only been discussed in one way and that way is, as the more dis- 

{)ersal of ownership the more diversity you have. But if you are 
ooking for diversity, for example, in news, sometimes the wider the 
dispersal of ownership, the less any given owner has of really 
mounting a good news operation. 

So, I woula make the argument that you actually hurt the diver- 
sity of ideas, the diversity of news, the diversity of public affairs 
by having such restrictions, that we have today. 

Additionally, I will just give you a little experience of mine in 
radio. Whether you own 1 radio station or own 24 radio stations, 
typically what you do is you get to a market and you take a look 
at what is missing or if you have bought a station with a good for- 
mat and a good audience rating you continue to do what that sta- 
tion has been doing successfully. 

So, it is not a matter of doing what is peculiar to you. It is not 
a matter of saying, 'Well, because I like beautiful music, I am 
l^oing to do beautiful music or because I like jazz I am going to do 
jazz. More often than not, you are probably going to do either 
country music or rock and roll music because if you look at the 
tastes of Americans, they listen a lot more to those two music for- 
mats than any other music format. 

So, diversity becomes a matter of looking of what you can do well 
at and then doing it. 

Senator P^jrns. We have read that the Mass Media Bureau has 
called for diaMatic relaxation of the local ownership rules, if it is 
true that the local market is relevant, for determining diversity of 
viewpoint, how many local stations could we permit one entity to 
own without reduction of that diversity? Has a study been made 
that says there is a point — I notice you said, you only named a few 
folks here that are not quite to the limit as it is established now, 
and that was questioned by our chairman this morning. 

Have there been studies made that you — does it take a higher 
number of ownership for a break even point? 

Mr. SiKES. Yes, I think it does, but I think it is a difficult ques- 
tion to answer. First of all, all radio stations are not created equal. 
You've got 250-watt daytimers and 50,000-watt clear channel sta- 
tions. YouVe got 3,000-watt FM and 100,000-watt FM. 

If, by whatever structure you come up with, you say you can only 
own so many FM's, and then you want to enlarge your number, you 
have to own AM's. Obviously that has a downward pressure on how 
much kind of audience potential you get because AMs do not have 
nearly as much audience as FM's. 
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But I think overall we need to look at some percentage of the au- 
dience share and say that you cannot buy stations beyond that per- 
centage of the audience share so that we do not allow the con- 
centration, undue concentration. 

We have it in newspaper. We could not walk that dog back. We 
have it in cable. Obviously, S. 12 would have us look at that. But 
in radio, I understand that even though maybe you could support 
no limits at all, that because we have the structure we have, we 
are going to continue to have limits and I am comfortable with 
that, but I think maybe more on the structure and the audience 
share. 

Senator Burns. If we are successful in expanding this, under 
that premise, what effect do you think that will be \men we start 
talking about television stations later on this year? 

Mr. SncES. I think the television market is a totally different 
market. I mean, in the television business, 10 stations is a lot of 
stations in a market. In the markets we were talking about earlier. 
Cape Girardeau splits with Paducah, KY, and Hamsburg, IL. It is 
a hyphenated market, so that Cape Girardeau has got, I think now 
11 or 12 radio stations and 1 TV station, and it is just a completely 
different situation. 

Senator Burns. Also how do you answer the criticism that the 
big boys will come in and just crowd the little fellow out? In other 
words, we are not protecting the little man and letting him operate. 

Mr. SncES. I think there are going to be some peop^ who are los- 
ing money now who might be pushed out by people who do their 
joD better because they nave combinations. But those people gen- 
erally are the ones going dark now and if that accelerates it a little 
bit, I think that would be unfortunate, but I think it is conceivable 
that it could. 

Senator Burns. Mr. Chairman, I have a statement I would like 
to put in the hearing this morning. I just ask unanimous consent 
if it can be submitted as if read. 

Senator Ford. With objection so ordered. 

Senator Burns. Thank you very much, Mr. Chairman and Chair- 
man Sikes. Thank you for coming down, we appreciate it. 

Mr. SiKES. Thank you. 

[The prepared statement of Senator Burns follows:] 

Prepared Statement op Senator Burns 

Thank you Mr. Chairman for calling this timel^r hearing on the radio broadcasting 
industry and, specifically, a review ofthe restrictions on tne ownership of radio out- 
lets. 

Beginning with the "duopoly rules" in 1943 the FCC has embaiked on a series 
of eflorts to restrict broadcast ownership. 

The stated goal of such efforts has always been to promote diversity of voices and 
viewpoints by preventing any one entity from controlling too much of a "scarce" re- 
source — the spectrum. In short, these rules were based on the premise that diversity 
of ownership would lead to diversity in program choice. 

These rules have not met this goal. Rathen they have preserved pre-existing own- 
ership arrangements, banned new entrants from competmg effectively, and actually 
served to deny listeners a broader range of program dioice. These failures, coupled 
with the serious financial position of many radio stations and the dramatic changes 
in communications technology that are revolutionizing the mass media marketplace, 
argue for repeal or substantial changes in these rules. 

Therefore, I come here today to applaud Chairman Sikes and the FCC for moving 
ahead aggressively with actions designed to help bolster the radio industry and, 
more importantly, bring new benefits to the American listening public. 
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First, with regard to the duopoly rules — which prohihits any one entity from own- 
ing two broadcast stations of uie same type in the same market — economic incen- 
tives for broadcasters remain constant re£[ardless of the broadcaster^s identity or 
other mectia interests. Broadcasters will strive to maximize profits by attracting the 
largest possible audience share. 

An owner with two or more broadcast stations in the same market will try to at- 
tract different segments of the total local audience — ^he will not compete against 
himself by offeringthe same or similar 'Sroice* or product on different stations in 
the same market. Thus, owners of more than one station in a maiket will offer a 
greater diversity of voices, programs, formats and viewpoints. 

Second, with regard to the national ownership linuts — ^which restrict ownership 
to no more than 12 stations in each service (AM. FM, And TV) — confer a significant 
competitive advantage on group owners who hold licenses in large markets. 

A new group owner needs to have the ability to own a larger number of stations 
in smaller markets to reach the same number of households as, say, ABC, CBS, or 
NBC. Thus, the "12-12-12* restriction works to limit market entiy by new competi- 
tors and frustrate the development of new broadcast networks tnat could enhance 
diversity — afterall, it was only after the FCC raised the limits from 7 to 12 that 
FOX developed as the fourth netwoik. 

But, more specifically, with regard to the radio industry, it remains an extremely 
fragmented industry. DOJ guidelines say the threshold of minimal industry con- 
centration is readied when an industry nas 10 equally sized firms — radio nation- 
wide has roughly 10,000. Moreover, at only 7 percent of total advertising dollars, 
radio today is a small fragmented fish in a vast media pond. 

I look forward to the testimony from Chairman Sixes. I applaud his leadership 
in the face of tou^ opposition from many here on the Hill. 

Thank you, again Mr. Chairman. 

Senator Ford. Senator Pressler. 

OPENING STATEMENT OF SENATOR PRESSLER 

Senator Pressler. Thank you. First of all, I want to commend 
Mr. Sikes for his personal interest in this matter and thank you 
very much for your fine statement. 

Let me read to you from the letter I received from Winter, SD, 
a smaller town from Steve Clark the president of the radio station 
there, just very briefly, and this is in the form of a question to get 
your response. 

I think this points out — ^he says in this letter to me: 

I have contacted about 30 business people recently, and the only place they have 
an AM stereo radio was in their car, and that was only about 10 of them. Veiy few, 
if any, have AM stereo receivers in their home because the FCC declined to select 
an AM stereo standard. If you were to lay any blame on any one person it would 
have to be the FCC and its inability to set a standard. This could have kept AM 
radio more competitive with the FM market. AM radio is not dead in our area, but 
your bill will help bring AM stereo to more stations in South Dakota, most certainly. 

Would you, generally speaking, agree with that statement, based 
on what you know? 

Mr. Sikes. Generally speaking I would agree with that state- 
ment. There are two historical points here, one occurred, as I re- 
call, sometime in the 1960's when then a seven-person Commission 
voted 5 to 2 not to develop the technical rules for AM to become 
stereo. The Commission majority said at that time, AM has all the 
listeners, we do not need to give it a stereo opportunity and there- 
fore the technical rules were not developed. That was terribly 
shortsighted because if you keep, as we know now certainly in 
audio and video, one segment at lower Quality than a developing 
segment, then you are going to hurt it and hurt it bad 

I think the other mistake was in 1982 when an AM stereo stand- 
ard was not set — although I should say that one was set by the 
FCC but then the industry was very angry because certain parts 
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of the industry thought the wrong standard was set, so the FCC 
pulled back and said, all right, we are not going to set a stcmdard. 
I probably would have seen that through and would have set an 
AM stereo standard at that point. 

Now I think the problem is that the AM segment of the industry 
is capital poor and cannot afford it. I converted an AM station in 
Springfield, MO, to stereo, and it cost about $30,000 to do it. I do 
not think very many AM broadcasters have $30,000 and you can 
do it for less by the way, but it is still going to cost you, I think 
$15,000 as a practical matter. 

I do not think very many have that kind of money and what they 
do is they make the investment and then they have to depend on 
a lot of their fellow or sister AM owners around the country to do 
so the critical mass is attained, because it is only when critical 
mass is attained that the receiver universe grows, that is the AM 
stereo receiver universe, and it is only when that universe grows 
that AM stereo makes any difference. 

Plus the fact, and let me add, not to complicate this unduly, but 
because the AM medium got crowded by shoehoming in more and 
more stations, there is an awful lot of interference in the AM me- 
dium, a step we are tiying — ^now — ^to reduce. The interference on 
AM today has one wag in the industry to say that AM stereo is just 
static on two channels. 

Senator Pressler. Mr. Sikes, I note in your testimony that at 
the time of the FCC's failure to set an AM stereo standard you 
would have supported my legislation, S. 1101. 

Mr. SnCES. That is right. 

Senator Pressler. But you now feel such action may not help 
broadcasters. What is the worst case scenario for broadcasters if S. 
1101 becomes law and in 120 days the FCC decides on a national 
AM stereo standard? 

Mr. SncES. In my view, it would not hurt things. But my view 
is also it would not help things, and it would result in our doing 
work that I do not think would be helpful, but I do not think it 
would hurt. 

Senator Pressler. I guess as you have pointed out, when you 
were head of the NTIA you issued a report that explained broad- 
casters are reluctant to make an investment in AM stereo for fear 
of investing in the wrong system and the lack of AM stereo receiv- 
ers as you pointed out. Manufacturers in turn will not produce 
stereo receivers because of a lack of AM stereo use by broadcasters. 

The NTIA report said FCC failure to enact a national AM stereo 
standard has resulted in a circle of doubt. Do you believe that this 
circle of doubt still remains and would this legislation end this 
cycle? 

Mr. SncES. I think that a report was done in 1986 as I recall, and 
I think that there was much more doubt then about which system 
might prevail. I do not think there is any doubt anymore. The Mo- 
torola system is the only one that is being used by our survey. 
There are not any receivers being made for any alternative sys- 
tems, so it is only the C-QUAM, Motorola system that receivers can 
receive, and there have been, I think six or seven countries that 
have chosen the Motorola standard, most recently Japan. 
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Senator Pressler. Well, speaking of Japan, one obstacle for AM 
development is the foreign manufacturers in making AM-capable 
radio receivers. Do you think the recent decision by Japan to estab- 
lish a national AM stereo standard, combined with a similar action 
by the United States, would encourage greater production of AM 
stereo capable radios? 

Mr. SncES. I do not know. I really do not. One of the things that 
is kind of a looming development is digital audio broadcasting, 
doing broadcasting in digital sound. A lot of people believe that will 
be the next investment spurt in radio. I do not know. I would hope 
that something would happen, because it clearly would improve 
AM if Japan takes off on AM stereo, but I just cannot comment on 
whether that is likely to happen. 

Senator Pressler. Thank you, Mr. Chairman. I have several let- 
ters from South Dakota radio stations and citizens analyzing this 
f>roblem and reacting to this legislation. I would like to insert those 
etters into the record. 

Senator Ford. Without objection, so ordered. 

[The information referred to follows:] 

Letter From Gary J. Shapiro, Group Vice President, Consumer Electronics 
Group, to Senator Pressler 

March 2, 1992. 
The Honorable Larry Pressler, 
U.S. Senate, 
Washington, DC 20510 

Dear Senator Pressler: The Consumer Electronics Group of the Electronic In- 
dustries Association C^IA/CEG") wishes to express its support for your effort, as re- 
flected in S. 1101, to reouire the Federal Communications Conmiission to designate 
a national standard for the transmission of AM stereo broadcasting. 

EIA/CEG, as you know, represents the nation's consumer electronics industry. 
Our members manufacture and sell a wide variety of electronic devices, including 
televisions, VCRs, personal computers, telephones, and radio receivers. We rep- 
resent most of the mm'or manufacturers of the AM radios used in the United States 
today. 

EIA/CEG has demonstrated a strong conmiitment to the preservation and revival 
of AM broadcasting. A joint engineering committee formed with the National Asso- 
ciation of Broadcasters (*NAB*>— the National Radio Systems Committee — ^has de- 
veloped important changes in the tedmical characteristics of broadcast signals and 
the corresponding reception equipment. EIA and NAB have also cosponsored a vol- 
untary AM receiver certification mark program, using the label ''AMax," which is 
expected to stimulate consumer awareness of AM and to increase demand for hi^er 
qpality AM receivers. EIA/CEG has also participated, throu^ oral and written tes- 
timony, in FCC proceedings addressing various issues relating to improvement of 
the AM radio band. 

There is one area in which efforts to rejuvenate AM radio have stagnated, and 
corrective legislation may be necessary. As you know, few AM radio broadcasters 
choose to broadcast in stereo, and oorrespondinglv few AM radio receivers possess 
the capability to receive AM stereo broadcasts. Most parties agree that the reason 
for t^s is that the Federal Communications Commission failed to select a single 
broadcast standard for AM stereo. As the National Telecommunications and Infor- 
mation Administration explained in a report issued five years a^ this month, 
broadcasters are hesitant to invest in AM stereo in part because of tear of choosing 
the wrong system and in part because of the lack or receivers with stereo reception 
capability, while manufacturers are reluctent to produce stereo receivers because of 
weak consumer demand (which is itself due to limited broadcaster use of stereo), 
and the result is a ''circle of doubt." NTIA, AM Stereo and the Future of AM Radio, 
at iii-iv (February 1987). Half a decade later, the ''circle of doubt" remains unbro- 
ken. 

Your bill is intended to remedy that problem. It quite properly addresses itself 
to the broadcast side of the equation (ElA/CEG would stronger oppose any legisla- 
tion which sou^t to impose specific AM stereo reception capability in receivers). It 
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seeks to break the circle of doubt by settling, once and for all, which AM broadcast 
standard will be used by United States ramo stations. In so doing, it would elimi- 
nate the greatest impediment to the ex^joyment of AM stereo by consumers and com- 
plement other industiy and FCC efforts to revitalize AM radio oroadcasting. 

EIA/CEG supports your proposal and pledges its support to help insure that this 
legislation is enacted into law this Congress. 
Sincerely yours, 

G>acY J. Shapiro, 
Group Vice President, Consumer Electronics Group. 



Letter From Steve Clark, PREsroENT, KYWR AM-FM, Winner, SD, to Senator 

Pressler 

November 4, 1991. 
Larry Pressler, 
U,S, Senate, 
Washington, DC 20510 

Good Morning Senator Pressler, I am in receipt of your letter concerning Sen- 
ate Bill 1101, re: the AM Radio Improvement Act. I am in full support of your ef- 
forts and meant to contact you earher concerning vour authoring tnis bill. Ifs defi- 
nitely a move in the right direction and is sometning that should have been done 
the minute AM steroo nit the market. A lot of stations in rural areas have opted 
not to go AM stereo simply because the radios aren't in the marketplace. 

I contacted about 30 business people recently and the only place they have an AM 
stereo radio was in their car and that was only about 10 of them. Very few if any 
have AM stereo receivers in their home because the FCC declined to select an AM 
stereo standard. If you wero to lay any blame on any one person it would have to 
be the FCC and its inability to set a standard. This could have kept AM radio more 
competitive with the FM market. AM radio isn't dead in our aroas but your bill will 
help bring AM stereo to moro stations in South Dakota most certainly. 

Our problem is our AM is a daytime station with authority recently to operate 
at 146 watts at ni^t which hardly gets outside the Winner city limits. Our daytime 
authority is 5,000 watts. There is no reason we couldn't broadcast at least at 500 
to a 1,000 at ni^t, our nearest interference to anv station is in southern Kansas! 
And the crossover would be somewhere in central Nebraska where no one would lis- 
ten to either us or the Garden City, KS, station! We have a large listening audience 
within 80 nules of Winner that have no viable night time AM service from anyone 
except WNAX and that is regional, not local. I would pursue something with the 
FCCf but don't know who to begin with, perhaps you have some suggestions. Our 
AM station is also stereo alreaoy if we were willing to spend the extra $20,000 to 
make it happen, if we could get more power at nipit and your bill is passed we 
would be willing to go through with our stereo modification. 

If I can be of any assistance please let me know and again thanks as always for 
your dedication and interest in South Dakota and especially the less populated 
areas of our State. 
Sincerely, 

Steve Clark, 
President, KWYR AM-^M, 



Letter From Steve Kaiser, Owner/Manager, KQKD-AM, Redfield, SD, to 

Senator Pressler 

November 4, 1991. 
The Honorable Senator Larry Pressler, 
U,S. Senate, 
Washington, DC 20510 

Dear Senator Pressler: Thanks for your letter of October 18. Fm in full support 
of your legislation, S. 1101, to mandate the Federal Communications Conunission 
to select a system for broadcasting AM in stereo. Both Television and FM broadcast 
with a sjrstem approved by the FuC. It's ludicrous for the commission to insist that 
the decision be left to the marketplace. 

It's obvious that much of the decline of AM broadcasting has come as the result 
of the lack of an endorsed AM stereo system— by the US government. 

If the Congress really wanted to help AM broadcasting it would not only enact 
your provision for selection of a stereo system, but would also mandate that all re- 
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ceivers sold that capture FM in stereo, also capture AM in stereo. This would truly 
move AM broadcasters along to convert their stations to stereo transmission. I feel 
it would be a waste of my investment to install stereo transmission equipment until 
consumers can receive the signals. 

Manufacturers say they are waiting for the public to start requesting such receiv- 
ers. That will never happen since FM already provides the service along with a host 
of other media. AM is 20 years behind and it will not catch up without mandated 
helo from congress. 

Thanks for ^our efforts on our behalf and please keep me informed of the status 
of your legislation. 

Sincerely yours, 

Steve kaiser. 
Owner /Manager. 



[^dio World, July 24, 1991] 

New am Stereo Bill Introduced 

(by John Gatski) 

Washington — Citing a need to boost AM (lualitv in rural areas such as his home 
state of South Dakota, Sen. Lany Pressler (R-S.D.) has proposed a bill that would 
require the FCC to select an AM stereo standard. 

u approved, the bill would require the FCC to initiate a rulemaking to select an 
AM stereo standard within 60 days. The Commission would then have to enact the 
standard within 180 days. 

Although the bill does not specify either Motorola's C-QUAM or Leonard Kahn's 
ISB system, Pressler^s recent statement on the bill indicated that C-QUAM is the 
strongest contender for selection as a standard. 

The C-QUAM system is used by the majority of those U.S. stations that broadcast 
in AM stereo. Pressler also pointed to Japan's recent selection of C-QUAM as an 
example of the Motorola system's popularity. 

DO AS JAPAN DOES 

'^ne onlv needs to look at Japan to understand how much this legislation is need- 
ed here. Tne Post Ministry of Japan decided to abandon its policy of allowing the 
marketplace to settle on one system and adopt * * * Motorola's C-QUAM. This deci- 
sion will provide uniform AM stereo througnout Japan. America needs to act now 
to avoid falling further behind in the development of AM svstem." 

In 1981, the FCC declined to select an AM stereo standard, believing that it was 
better left to the marketplace. According to industry analvsts, the marketplace has 
not been kind to AM stereo for several reasons^cludinff the FCC's hands-ofT policy, 
the band's inferior fidelity when compared to FM, and Tack of AM stereo receivers. 
Today, only 30 percent of AMs are broadcasting in stereo. 

Pressler put neavy emphasis on the FCC's decision to let an AM stereo standard 
emerge from the marketplace. The inability of the market to decide between com- 
peting citizens has left consumers, eouipment producers and broadcasters in limbo," 
ne said. "It is important for the FCC to prevent further confusion in this area by 
taking action now!" 

The senator stressed that rural states such as South Dakota have numerous AMs, 
and these stations stick with the band because of its jnneater transmission distance. 

The thousands of farmers and ranchers in rural South Dakota, many of whom 
are without AM stereo, want to receive better quality sound. AM stereo is the solu- 
tion because it can broadcast greater distances tnan FM stereo!" 

At a meeting with members of the press June 21, FCC Chairman Al Sikes dis- 
agreed with the notion that the lack ofa standard has left AM stereo at a standstill 
in the UJS. He maintained that broadcasters and receiver manufacturers have al- 
ready demonstrated a preference for one system over the other. 

Sikes said that if he liad been on the Commission when AM stereo was first being 
considered, he 'Vould have moved to set a standard," acknowledging that the FCC's 
inaction ma^ have "set back the cause of AM stereo." However, he added that re- 
opening the issue ''would be to raise a question where no question today exists." 

HERE WE GO AGAIN 

The Pressler bill was introduced with little fanfare and discussion (the NAB de- 
clined to even comment on the matter). Legislation has been introduced in the past 
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to require an AM stereo standard, but such bills have usually gotten lost among 
other, hi|^er-profile legislation. 

One bill, introduced by Rep. Matthew Rinaldo in 1989 would have required AM 
stereo in FM stereo-equipped receivers; but again, the bill did not specify which sys- 
tem should be the standard. 

A SDokesman for Rinaldo's office said the bill has not been resurrected in Con- 
gress oecause stereo is likely to be addressed in the FCC*s pending AM improve- 
ment package. 

The Commission's AM action will take into account a multitude of problems that 
AM has faced in recent years, not just lack of a stereo standard, according to the 
FCC. 

Those problems include bandcrowding — which has led to narrower receiver 
bandwidths and poorer sound quality — as well as continuing problems with elec- 
trical interference and a public perception that the band is inherently inferior to 
FM. 

Some AM stations in Pressler's home state said even if a standard is selected, it 
may be a long time before they benefit from a move to stereo. 

Acknowledging the better quality of AM stereo, Jim Lowe, GM at KSOO in Sioux 
Falls, South DaKota, tempered his optimism with economic reality. He said stations 
still have to purchase stereo equipment taking a large bite out of a station that may 
be barely surviving. 

The overall economic health of AMs is not as good as FMs, according to NAB sur- 
veys. Fewer of them turn a profit, and are therefore less likely than their FM coun- 
terparts to invest in new equipment immediately. 

Lowe also pointed out that m rural, less affluent areas such as South Dakota, AM 
listeners are less likely to plunk down extra money for an AM stereo-equipped re- 
ceiver or drive an expensive car that has one. 

AM stereo equipment manufacturers, who were not overtlv optimistic because 
similar legislation has been introduced before, said they would like to see the UJS. 
finally adopt a standard. 

'^e are the only country (that has taken a position on AM stereo) to take a free 
market approach, and we wonder why it has failed," Broadcast Electronics' Manager 
of Product Management Bill Harland said. 



[fiAdio World, July 24, 1991] 

Opinion— Embracing AM Stereo 

AM stereo has a new champion in Congress, whose efforts may finally force the 
FCC to take an official stand on the technology. 

South Dakota Senator Pressler recentlv introduced a bill that would require the 
FCC to select an AM stereo standard within 180 davs of approval of the legislation. 

Presslers reasoning for proposing the bill is simple: For his constituents, the AM 
band is a vital link with the world beyond their farms, and improved sound quality 
in AM is still significant to them. 

While that point is not lost on FCC Chairman Al Sikes, his ofT-the-cuff remarks 
about AM stereo have shown that he feels an FCC-approved standard is unneces- 
sary. 

According to Sikes — who as administrator of the National Telecommunications 
and Information Administration decreed that AM stereo already had a "de facto" 
standard — manufacturers and broadcasters have stated their preference for one of 
the two competing systems. 

True, most of those broadcasters willing to co out on a limb to support a new tech- 
nology have chosen Motorola's C-QUAM over Kahn's ISB system. But those pioneers 
represent a mere handful of the total number of AM broadcasters. 

The remaining stations are not fence-sitting because they see no benefit in AM 
stereo. To the contrary, many more would probably adopt the technology if they 
were certain that the direction they chose was federally mandated. 

The fact is, implementing an AM stereo system is a costly proposition for broad- 
casters who are already sulTering from declining revenues; without a standfurd, the 
financial risk may seem too great. 

As for receiver manufacturers, it is true that a few companies have introduced 
AM stereo radios, most of which decode only the C-QUAM system. But these firms 
will not spend the promotional dollars needed to launch an eflective marketing cam- 
paign for a technology that still has a vocal competitor on the sidelines. 
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Broadcasters are still interested in AM stereo. But it will take more than a minor- 
ity to make AM stereo a success, and the majority are looking to the FCC for an 
omcial statement. 

It's time the U.S. joined the ranks of the other nations that have backed a single 
standard. AM stereo may not save the band, but without a national standard, 
broadcasters are seeing a potential enhancement of the AM service slip throu^ 
their fingers. 

Senator Ford. Does the Senator want those included in the 
record or just printed? We could save money for the record if we 
just had them included in the record, but not printed. 

Senator Pressler. There are only about 5 or 6 pages here. What 
is the usual procedure? 

Senator Ford. Well, I just asked. I wanted to be sure. Some want 
them in, some do not. Others, we just have it for the file, for the 
record, in case somebody needs to make a copy of it. 

Senator Pressler. Well, let me talk it over with you then. 

Senator Ford. That would be fine. Mr. Chairman, small stations, 
as you know very well and have experienced probably, do not have 
money, particularly to buy more stations. Small stations will be 
bought by big groups and big group owners. 

How do we protect, and I would follow up a little bit on Senator 
Bums' question, how do we protect the small operator who wants 
to go in and he gets squeezed out or does not have a chance to 
enter the market? We talk about competition, but yet the good old 
American way, if you can make it and you can buy them out, let 
them go. 

So, there is a balance and I am not sure you can get to the bal- 
ance under these circumstances. 

Mr. SncES. I believe that in the largest markets where the big 
group owners tend to concentrate, where the Cap Cities-ABC's and 
the Westinghouses and the CBS's are, I think there will be efforts 
to improve their position. 

Senator Ford. You say efforts to improve their position to buy 
more stations? 

Mr. SncES. Exactly. But generally speaking, it is fairly big opera- 
tors that are in those larger markets. Now you get to small mar- 
kets in Kentucky, for example, and I think you will find people that 
by anybody's estimation are small operators that in fact will have 
money to add another station to their combination and will do so. 
And diose stations do not cost a lot. 

In fact, on the AM side, if you could add a station, you probably 
would not have to spend much money to do it. Now, there are ex- 
ceptions to that. You have got the AM clear-channel stations, but 
those are in the big cities. 

Senator Ford. 50,000 watts on the air everywhere. 

Mr. Skes. That is right. 

Senator Ford. It is my understanding that the current selling 
prices of stations are approximately the same as they were in the 
1970's; stations selling around I guess, what, seven to eight times 
cashflow, despite the recession. 

Now I recognize that prices were much higher in the 1980's, but 
the 1980's prices were higher for virtually all industries then. What 
is the projected growth of the radio industry in the 1990's? 
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Mr. SncES. The problem is, Mr. Chairman, vou have got to find 
stations with cashflows. And in the 1980's and in the 1970's, refer- 
ringf back to the historical period 

Senator Ford. I heard the laughing in the back. Eveiybody is in 
trouble today. Nobody has anything. But I find people with money 
who want to go out and buy lots of things, so maybe this is the 
time to buy, not the time to sell. 

Mr. SncES. Well, I think that could well be under the rieht cir- 
cumstances. But I also think it is hard to find stations tnat are 
"cashflowing'' as a result. Probably the seven to eight times 
cashflow is a valid number. I think it is hard to find a lot of them 
that are doing very well. 

What is the projection for radio? I think that it will see some 
^owth. I think that the projection for profitabilityr and ownership 
IS that you are going to have to have strong facilities and you are 
going to have to have several assets over which to amortize your 
cost. 

Senator Ford. Should we be making drastic changes in owner- 
ship rules during the recession when projections for station's earn- 
ings could change when hopefully this recession ends? It has been 
over two or three times already, but it is still with us. 

Mr. SncES. Many of those numbers date back to the prerecession 
period; 1988, for example. 

Senator Ford. What I am saying is should we make any drastic 
changes now, since we are in a recession? 

Mr. SiKES. Well, I do not think we should make drastic changes. 
But yes, I believe that some changes — ^because of the chang^ 
structure of broadcasting, of the mass media markets in genersu— 
are warranted. 

Senator Ford. Well, you adopted a liberal waiver policy for sta- 
tions seeking to own two AM and two FM stations. And mavbe you 
have already gone through that. What does the station have to 
demonstrate in order to receive a waiver? 

Mr. SncES. It is generally the number of voices in a community, 
that it will not be Drought below a certain number, voices having 
to do with broadcast voices. I mean the diversity principle. 

Senator Ford. Has the FCC conducted any studies demonstrat- 
ing the effect of those waivers on competition and diversity? 

Mr. SncES. I do not know of any studies we have conducted. 

Senator Ford. Can you give me something that you feel? 

Mr. SncES. Yes, I can. That is that there have been no harms. 
I mean, if we had received a single letter stating a single harm, 
I am unaware of it. And I know I would be if we had. 

Senator Ford. So, as far as the waiver is concerned, you have not 
harmed anvbody? Nobody has been harmed? At least, you have not 
received a letter saying, I have been harmed. 

Mr. SncES. It is not unusual for people that are competing; — and 
I am speaking of, not the public, not the people who buy acwertis- 
ing, not the people who listen to radio stations, but competitors— 
to say, I wish you would not let that combination occur, because 
it will be stronger and will be there for a tougher competitor. 

So, I am sure that there are some of those people that would pre- 
fer that waivers had not been granted. 

Senator Ford. Well, competition does not hurt the consumer. 
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Mr. SncES. No, not at all. 

Senator Ford. Do any of you gentlemen have any further ques- 
tions? Mr. Chairman, there will be some additional questions we 
will submit to you in writing and we hope that you would respond 
to those in a timely manner. 

We appreciate your coming this morning and appreciate your 
courtesy and look forward to working with you in the future. 

Mr. SnCES. Thank you very much, Mr. Chairman. 

Senator Ford. The next group will be a panel, Mr. Pierre Sutton, 
chairman of the National Association of Black Owned Broadcasters; 
Mr. Andrew Schwartzman, executive director. Media Access 
Project; Mr. Peter Tannenwald; and secretary-treasurer, American 
Hispanic Owned Radio Stations, Mr. Amancio Suarez. 

Senator Bryan [presiding]. Gentlemen, let me welcome you to 
the panel here this morning. And as soon as you are comfortably 
situated, let us begin testimony from Mr. Sutton, who is the chair- 
man of the National Association of Black Owned Broadcasters. 
Good morning, Mr. Sutton. 

STATEMENT OF PIERRE M. SUTTON, CHAIRMAN, NATIONAL 
ASSOCIATION OF BLACK OWNED BROADCASTERS 

Mr. Sutton. Mr. Chairman, members of the subcommittee, it is 
a pleasure to be given the opportunity to testify today. I serve as 
chairman of NABOB, througn my position as chairman of Inner 
City Broadcasting Corp., licensee of radio station WBLS-FM and 
WILB-AM in New York City, as well as AM-FM stations in Berke- 
ley, CA, and San Antonio, TX. 

Over the years, NABOB has been consistent in its opposition to 
increasing the number of stations that one entity can own. Re- 
cently, NABOB has expressed its opposition to the use of local mar- 
keting agreements, known as LMA's, as a means for circumventing 
the multiple ownership rules. 

In my testimony, I will address both of these issues. NABOB is 
strongly opposed to an increase in the number of radio and tele- 
vision stations one entity can own. Such increase would only lead 
to further concentration of ownership in the broadcast industry and 
it would substantially reduce opportunities to increased minority 
ownership of broadcast facilities. 

The recent history of the FCC's ownership limit increase sup- 
ports nabob's position. For several decades, the FCC limited own- 
ership of broadcast facilities to seven in each service market, seven 
in each area. That is the seven-stations rule. 

In 1985, over strenuous objections of NABOB, the FCC increased 
the limits to 12 AM's, 12 FM's and 12 TVs. That is the 12-station 
rule. In response to questioning of the wisdom of this policy change 
from this committee, your counterpart in the House, the FCC ap- 
pended a condition on the 12-station rule, which allowed an entity 
to own an interest in up to 14 of these tvpes of stations, if the two 
additional stations were minority controlled. 

This special provision was intended to encourage nonminoritv 
companies to joint venture with minoritv companies for the two ad- 
ditional stations. To NABOB'S knowledge, no minority, rather no 
nonminority company, has ever taken advantage of this provision 
to joint venture with a minority-owned company. 
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Therefore, the minority ownership policy received nothing in ex- 
change for the FCC proposed tradeoff. On the other hand, as a re- 
sult of the increased ownership limits, some megamergers have re- 
sulted. 

Cap Cities has acquired ABC. GE acquired NBC, and several 
other major group owners have merged into larger groups. Ratlier 
than to create a trickle-down effect, me policy resulted in a trickle- 
up effect. Groups which could afford to expand their holdings paid 
inflated prices for the most profitable small group and stand-alone 
stations. 

Given the traditional difficulty most minority ventures face when 
seeking to secure financing, the high stakes, poker stakes atmos- 
phere, that characterized broadcast acquisitions in the 1980's was 
created again if minorities could not play. 

Facing both financial and competitive disadvantages, many mi- 
nority stationowners found themselves in double jeopardy. They 
could not afford the trade up to the better facilities in their mar- 
kets and the stations against which they were competing were rap- 
idly becoming parts of larger broadcast groups, capable of bringing 
significant economies of scale to the market to increase their com- 
petitive advantage against small group and single stationowners. 

NABOB appealed to the FCC in 1985, rather appealed the 12- 
station rule in 1985 to the U.S. Court of Appeals. However, because 
the FCC failed to act on a petition for reconsideration of the 12- 
station rule over 5 years, the agency had already implemented the 
12-station rule when the case was finally ready for review by the 
court in 1990. 

Therefore, NABOB reluctantly chose to abandon that appeal in 
December 1990. Then, in May 1991, a scant 5 months later, the 
FCC launched yet another attack on minority ownership and (fiver- 
sity by seeking to repeal the 12-station rule. The effects of the im- 
plementation of the 12-station rule and other deregulatory efforts 
of the past decade have clearly worked to slow the growth of minor- 
ity ownership in the broadcast industry, particularly among Afri- 
can-Americans. 

From 1976 to 1981, when the FCC was seriously and actively 
committed to increasing minority ownership, the number of Afri- 
can-American owned stations grew dramatically. In 1976, radio 
ownership was 30, TV 1. In 1981, radio ownership 141, TV 10. 
However, the next decade, when there was no consensus within the 
FCC, in favor of minority ownership, African-Americans' 
stationownership grew only marginally from 141 and 10 to 182 and 
18. 

It must be kept in mind that these numbers reflect total African- 
American ownership in a broadcast industry comprised of over 
9,000, or I think I heard the chairman say, 10,000, commercial 
radio stations and 1,000 television stations against this already 
stark underrepresentation. The FCC should not consider imple- 
mentation of policies which would significantly impede further mi- 
nority ownership in the broadcast industry. 

NABOB further requests that the committee direct the Commis- 
sion to conduct a studv to review the impact suffered by minority 
owners as a result of the Commission's previous increase in owner- 
ship limits, from 7 to 12 stations in 1985. 
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The second issue I would like to address today is local marketing 
agreements. LMA's are a fairly new creation and some people have 
applied the term ''LMA" generally to mean all time brokerage 
agreements. For the purposes of my testimony, I shall refer to an 
LMA as those agreements in which one broadcast station programs 
and/or sells the advertising time of another station in the same 
market. 

Those agreements where an entity not owning another station in 
the local market agreed and agrees to program or sell advertising 
in a station in that market will be referred to as time brokerage 
agreements. My testimony will primarily be directed to LMA's. 

The extensive number of LMA's being entered into and the size 
and market position of the stations entering into these LMA's has 
made it clear that such a reason is generally or not consistent with 
the objectives of the Communications Act or the Commission's long 
held policy of preventing the concentration of control of broadcast 
facilities. 

Though many of the LMA's which are currently being entered 
into or through those, major FM stations are consolidating their re- 
sources to dominate local radio markets. Such consolidations can 
only have the effect of inhibiting competition and driving smaller 
FM stations and AM stations out of the market. Conceptually, 
LMA's have some appeal. For example, as originally envisaged by 
NABOB, an LMA might allow to AM stations, neither of which had 
a signal sufficient to cover the market or one of both which had 
only daytime signal. 

Through combining of resources, this might allow two stations on 
the verge of going out of business to jointly become competitive in 
their market. NABOB contemplated that such arrangements might 
benefit many of its members which operate marginal facilities. 
Therefore, NABOB refrained from commenting on LMA arrange- 
ments in its initial comments to the FCC. 

However, with the current economic downturn, many NABOB 
members, which had initially considered LMA's as a possible vehi- 
cle for improving their signal, had found that their lack of re- 
sources necessary to establish such LMA's. On the other hand, 
many NABOB members have seen larger FM stations in their mar- 
kets combine their resources to further solidify their dominance of 
those markets. 

As a result, the potential benefits of possible LMA agreements 
where NABOB member stations had been negated prior to any real 
opportunity for any members to implement them. NABOB would 
support legislation which would allow the Commission to authorize 
LMA's, subject to stringent guidelines. 

NABOB also suggests that any legislation should provide explicit 
g^delines concerning the license renewal obligations and expecta- 
tions of licensees entering into LMA and time brokerage agree- 
ments. If the licensee relinquishes more than 8 hours per day of 
the programming of its stations on an LMA arrangement or time 
brokerage arrangement, the licensee should be given clear guide- 
lines as to the specific steps it must undertake to assure a renewal 
expectancy at the time it files its next license renewal application. 
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The Commission attempts to use the dire financial situation in 
the broadcast industry as a justification for its willy-nilly, attic-to- 
basement cutting of the intent of the Communications Act of 1934. 

As broadcasters, the members of NABOB are keenly aware of the 
precarious financial condition in which many stations find them- 
selves. However, repealing the multiple ownership limits and al- 
lowing unrestricted LMA arrangements starts fi-om the premise 
that in order to save the industry, the Commission must sacrifice, 
as we heard the Chairman say, the little man. 

NABOB submits that this is a faulty premise. It is not the entire 
broadcast industry which is in dire financial straits, it is the one 
or two stationowners who are in trouble. These are the stations 
who were injured most when the Commission went from the 7-sta- 
tion rule to the 12-station rule. Having created a situation ihe 
Commission now seeks to compound the injury by eliminating the 
ownership rules altogether. This is similar to suggesting that the 
way to eliminate crime is to get rid of all the victims. 

until recently, it has been long recognized by the Commission 
that one of its primary obligations in the Communications Act 
would be to foster the diversity of ownership and control of broad- 
cast facilities. 

Therefore, the Commission should be bringing to Congress pro- 
posals to increase minority ownership to expanded use of tax cer- 
tificates and other mechanisms or encouraging private capital 
sources to invest in minority entrepreneurs. Instead, the Commis- 
sion's current approach is nothing more than a determination that 
the Commission must destroy the diversity to save the industry. 

NABOB submits that the solution is not to destroy diversity, but 
to save diversity by preserving the stations which provide it. Thank 
you. 

Senator Bryan. Thank you very much for your testimony, Mr. 
Sutton. Mr. Schwartzman. 

STATEMENT OF ANDREW JAY SCHWARTZMAN, EXECUTIVE 
DIRECTOR, MEDIA ACCESS PROJECT, WASHINGTON, DC 

Mr. Schwartzman. Thank you. Senator Bryan. I will have to 
speak harshly. I trust you recognize this is not my ordinary de- 
meanor, but there is no other way to call attention to what is hap- 
pening. 

I believe that Chairman Sikes is hell-bent on decimating rules 
which protect diversity in mass communications. He seeks a vote 
tomorrow which will defile that memory of the late Representative 
Mickey Leland, and which will also negate extraordinarv le^sla- 
tion expressing congressional will that there be limits on broadcast 
stationownersnip through the 1990's. 

I implore you not to fall for the old bait-and-switch trick. The 
final version of the rules to be voted upon tomorrow will surely be 
watered down somewhat in light of the adverse public reaction to 
leaks about their contents. But just because it could have been 
worse does not make it OK. 

When the Commission adopted the present 12-12-12 limits for 
national ownership, it stressed that it was retaining the duopolv 
rule and other local limitations. Local concentration, it was said, 
poses the greatest danger for abuse. 
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But now, in lifting the 12-station rule, Chairman Sikes also pro- 
poses to scrap the duopoly rule at the same time. Even more omi- 
nously, the NAB is asking Chairman Sikes to place a freeze on all 
new FM stations. 

So, what we are about to face is a situation where the present 
owners are freed from the threat of new competition while they are 
allowed to buy up most of the existing properties. That may be the 
NAB's idea of fair competition, but it surely is not mine. 

So, the imminent demise of the 12-station rule is not the only 
threat, and may not even be the worst threat posed by Chairman 
Sikes' crusade. But since he is so confrontational about it, I feel 
compelled to recall what it stands for. 

In 1984, the FCC voted to lift its 7-7-7 rule on stationownership. 
Full repeal was to be effective in 6 years — that is, in September 
1990. In the interim, there was what was called a transitional rule 
imposing a temporary 12-station limit. This action was, in the 
words of then-Chairman Fowler, a declaration that, ''Bigness is not 
necessarily badness. Sometimes it is goodness. Sometimes it is just 
bigness and nothing more." 

Congress objected. Within 3 weeks it passed legislation placing 
a moratorium on implementing the FCC s decision. With this sig- 
nal, Chairman Fowler backed down. He agreed to make the 12-sta- 
tion rule permanent, and he adopted Mickey Leland's proposal for 
a rule allowing owners to hold an interest m up to two additional 
stations in each service, if they are minority controlled. That is 
what we call the Mickey Leland rule. 

The 12-station rule has held until now. And as owners have got- 
ten up to the 12-station limit last fall the Mickey Leland rule 
passed its first test, as Chairman Sikes mentioned earlier, but 
omitted to add that rather than seek a waiver to buy a 13th sta- 
tion, a permanent waiver, CBS agreed to find a minority purchaser 
for its St. Louis station to keep in compliance with the Mickey Le- 
land rule. 

Mr. Chairman, the focus on tomorrow's vote diverts attention 
from a series of outrageous and cynical actions the Commission has 
already implemented on its own. And the hubbub over the multiple 
ownership rules may also obscure another important action sched- 
uled for tomorrow in which the Commission may begin to disman- 
tle policies which favor local ownership of newly awarded licenses, 
and which gives special rate to minority owner-operators. 

The FC(?s game plan is based on the belief that the congres- 
sional bark is worse than its bite. I believe Chairman Sikes thinks 
that if he politely endures criticism from this subcommittee, that 
he can proceed without interruption. So, oversight hearings are no 
longer enough, Mr. Chairman. The only way to stop this mayhem 
is to enact legislation. 

The Commission's willin^ess to move in this area demands 
prompt action. The appropriations process and the authorizations 
process have been used for this purpose before, and in light of the 
nistory I have recounted I submit that appropriations authorization 
is the proper place to send those signals. 

I do not just mean a law to keep in place measures like the duop- 
oly and 12-12-12 rules. That will serve little purpose without 
more. You must specifically enact the Mickey Leland rule into posi- 
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tive legislation. You must stop the Commission's LMA policy. Right 
now, a single person — potentially even an alien or a convicted drug 
dealer or felon can determine the programming on three, four, five, 
or even all the stations in a market. 

Action is needed to reverse an FCC decision issued last summer 
which already permits a single broadcaster to hold licenses for 
scores of TV stations all over the country, and to use them for 
retransmitting satellite delivered home shopping or other similarly 
useless junk, with no locally originated programming of any kini 

Immediate action is also needed to undo the fraud perpetrated by 
the 1989 action, supposedly retaining the Commission's local TV- 
radio cross ownership rule, but which has, in fact, turned out to be 
a sugar-coated recession. You must preserve the comparative hear- 
ing process by mandating the present provisions, ^ving decisive 
weight to diversity in owner operation, and protecting the owner- 
ship rules with a reestablished 3-year trafficking rule for all broad- 
cast licenses, old and new. 

If Chairman Sikes believes bigness is goodness, he should say so 
loud and clear. If he does, this subcommittee will know that he is 
forsaking the legacy of Mickey Leland for the lunacy of Mark Fowl- 
er. This subcommittee must act decisively to stop him. Thank you. 

[The prepared statement of Mr. Schwartzman follows:] 

Prepared Statement of Andrew Jay Schwartzman 

I believe that Chairman Sikes is hell-bent on decimating rules which protect di- 
versity in ass communications. Be seeks a vote tomorrow wnich will defile the mem- 
ory of the late Representative Mickey Leland, and which will also negate extraor- 
dinary legislation specifically expressing Concessional will that there oe limits on 
broadcast station ownership through the 1990 s. 

I implore you not to fall for the old '^ait and switch.'' The final version of the 
rules to be voted upon tomorrow viii surely be watered down somewhat in li^t of 
the adverse public reaction to leaks about their contents. Please tell Chairman Sikes 
thatjust because it could have been worse doesn't make it OK. 

When the Conmoission adopted the present 12-12-12 limits for national ownership, 
it stressed that it was retaining the duopoly rule and other local limitations. These 
measures, it was said, pose the greatest danger for abuse. But now. in lifting the 
12-12-12 rule, Chairman Sikes also proposes to scrap the duopoly rule at the same 
time. Even more ominously, the NAB is asking Chairman Sikes to place a freeze 
on all new stations. So what we are about to face is a situation where the present 
owners are freed from the threat of new competition while they are allowedto buy 
up the existing properties. This may be the NAB's idea of fair competition, but it 
surely is not mine, and I uige you to impress upon the FCC that it is not yours, 
either. 

So the imminent demise of the 12-12-12 rule is not the only threat, and may not 
even be the worst threat, posed by Chairman Sikes' crusade. But it is the most 
confrontational, so I feel compelled to recall what it stands for. 

In 1984, the FCC voted to lift its 7-7-7 rule on station ownership. Full repeal was 
to be effective in six years, that is, in September, 1990. In the interim, there was 
what was called a 'transitional" rule imposing a temporary 12-12-12 limit. The ac- 
tion was, in the words of then-Chairman Fowler, a declaration that 'bigness is not 
necessarily badness, sometimes it is goodness, sometimes it is just bigness and noth- 
ing more. 

Congress objected. Within three weeks, it passed legislation placing a moratorium 
on implementing the FCC's decision. Second Supplemental Appropriations Act, Pub. 
L. No 98-396, 5304, 98 Stat. 1369, 1423 (1984). 

With this signal. Chairman Fowler backed down. Be agreed to make the 12-12- 
12 rule permanent, and he adopted Mickey Leland's proposal for a rule allowing 
owners to hold an interest in up to two additional stations in each service if th^ 
are minority controlled. 

The 12-12-12 rule has held at least until now. And last fall, the Lackey Leland 
rule passed its first test. Public interest groups were able to convince CBS not to 
seek waiver of Hie Mickey Leland Rule so it could buy a 13th FM station. Instead, 
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CBS agreed to put up for sale its St. Louis FM station, and to make special efforts 
to locate a minority purchaser for that property. 

Mr. Chairman, the focus on tomorrow's vote diverts attention from a series of out- 
rageous and cynical actions the Conmiission has already implemented on its own. 
And the hub-bub over the multiple ownership rules may also obscure another impor- 
tant action scheduled for tomorrow, in which the Commission may begin to disman- 
tle policies which favor local ownership of newly awarded licenses, and give special 
wei^t to minority owner-operators. 

Friends have told us, and trade press reports confirm, that the FCC's game plan 
is based on the belief that the Congressional bark is worse than its bite. I believe 
the Commission is being advised that if it politely endures criticism from this Sub- 
committee and its counterparts in the House, it can then proceed without interrup- 
tion. 

So oversi^^t hearings are no longer enough, Mr. Chairman: the only way to stop 
this mayhem is to enact legislation to retain limits on multiple ownership and local 
concentration of control. Tiie Conmiission's willingness to move in this area de- 
mands prompt action; the appropriations process has been used for this purpose be- 
fore, and I submit that appropriations or authorization legislation is a proper place 
to send these signals. 

I don't just mean a law to keep in place measures like the duopoly and 12-12- 
12 rules. This will serve little purpose without more: 

• You must specifically enact the Mickey Leland rule into positive legislation. 
The Commission appears to be on the verge of eliminating it just months after it 
has had its first successful implementation. 

• You must stop the Commission from encouraging blatant circumvention of the 
licensing process tnrough the artifice of time brokerage. A series of private staff rul- 
ings, never voted upon oy the full Commission, permit the full-time "lease" of radio 
and TV stations so that a single person, potentially even an alien or a convicted 
drug dealer or felon who could never legally qualify to own a station, can determine 
the programming on 3, 4, 5 or even all the stations in a maricet. The FCC not only 
doesn't Know how many people are doing this, it doesn't even want to know who 
they are. 

• Action is needed to reverse an FCC decision issued last summer, which alreadv 
permits a single broadcaster to hold licenses for 20, 30, 40 or more TV stations all 
over the country, and use them to retransmit satellite delivered home shopping or 
other similarly useless programming, with no locally originated programming of any 
kind. 

• Immediate action is also needed to undo the fraud perpetrated by the 1989 ac- 
tion supposedly retaining the Commission's local TV/radio cross-ownership rule, but 
which has in fact turned out to be a sugar-coated rescission. 

• You must preseive the comparative hearing process by mandating the present 
provisions giving decisive weight to diversity and owner-operation, and protecting 
the ownership rules with a reestablished three-year trafRcking rule for all Droadcast 
licenses, old and new. 

That, then, is what is at stake here today. If Chairman Sikes believes bigness is 
ffoodness, he should sa^ so today, loud and clear. If he does, this Subcommittee will 
know that he is forsaking the legacy of Mickey Leland for the lunacy of Mark Fowl- 
er. This Subcommittee must act decisively to stop him. 

INTRODUCTION 

There is no dispute that the radio industry has undergone many changes over the 
last decade. Nor is there disagreement that radio is experiencing unprecedented fi- 
nancial instability at this time. There is, however, substantial dispute, about the 
cause of these problems. In targeting rules which place limitations on concentration 
of ownership in the radio industry as the source of radio's woes, the Commission 
has presumed that lifting those rules may be of assistance.^ Its prejudgment was 
clearly evidenced by the fact that in soliciting comments on radio ownership, the 
Commission devoted far greater attention to asking how the rules should be relaxed 
than it does to whether such change is justified. 



^For example, in paragraph 6, of its May 6, 1991 Notice of Proposed Rulemaking, the Com- 
miflsion opiiied that "divided ownership may weaken local radio station operationsC;]" that [w]ide 
dispersion of ownership, * * * may, * * * ultimately undermine the overall viability * * * of 
racfio service * * *;" that "[mlaximizing conipetition may provide many voices, but each might 
maintain * * * a minute finction of the audience * * *; that "we believe that increased group 
ownership need not necessarily decreased diversity * * * and, may encourage it * * *" (Empha- 
ses added.) 
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It is the view of many, including a substantial number of radio licensees, that de- 
regulation of programming and ownership rules has been a cause, rather than a 
cure. There is ample evidence from within and outside the industry that changed 
regulation has not only diminished service to the public but also created the condi- 
tions which have plagued the industry. 

Since 1981, the FCC has relaxed or repealed regional concentration, duopoly, mul- 
tiple ownership, cross-interest, attribution, and trafficking rules, among oUiers. It 
is a telling ironv that the Commission has failed to make the slightest effort to track 
the impact of these modifications to determine if practice complies with theory. A 
particularly revealing example of this studied ignorance is in its implementation of 
1989 amendments to the one-to-a-market rule. As is discussed below, in adopting 
a '^beralized" waiver policy, the Commission expressly committed itself *%o act cau- 
tiously to weigh the benefits and costs of proposed mergers and to continue to obtain 
evidence concerning the ramifications of modifying this long-standing rule." 

Second Report and Order, 4 FCC Red 1741, 1743 (1989). The Conunission did not 
keep this promise. It has never collected evidence on the '^nefits and costs of pro- 
posed mei^rs"; rather, it has granted such waivers without asking for, much less 
considering, such evidence. Nor has it undertaken any scrutiny as to whether sudi 
mergers have had the intended effect. 

HOW BAD OFF— THE PCC DOESNI* KNOW 

A primaiy iustification for changing the ownership rules is the claim that the in- 
dustry is in dire financial condition. But there is great doubt as to whether this is 
a consequence of fundamentally changed conditions, or whether this is largely a con- 
sequence of the unprecedented depression in all advertiser sunported media. 

Unfortunately, there is not good independent data to analyze this phenomenon, 
and FCC and industry claims based upon available data must be viewed with sus- 
picion. 

Until about 10 years ago, the FCC collected financial data from every radio and 
TV station in the country on its fondly remembered Form 324.^ In the cd>8enoe of 
this comprehensive data base, the FCC now must rehr on data obtained by the in- 
dustry itself in a voluntaiy, self-regulated sursrey. While I am satisfied that this 
data, known as the NAB/BC: Financial Report, is sincerely collected and honestly 
promuljzated, it is inherently flawed by virtue of its origins and purposes. 

The Commission and its staff accept NAB claims that most radio stations are los- 
ing money. But this calculation includes debt service as an operating expense. The 
huge interest payments which have brought down a number of the nation's most 
aggressive broadcast group ownerships are self-inflicted wounds, permitted and ex- 
acerbated by the repeal of the FCC's three year 'trafficking'' rules and the lifting 
of the former 7 station national ownership limits. 

In addition to being universal, the officifd data formerly collected by the FCC had 
an important component the Commission now ignores. Licensees were required to 
break out salaries paid to owners and ofRcers. For pension, tax, estate and other 
legitimate reasons, owners often pay themselves a large salary and show little or 
no corporate, proprietorship or partnership profit. But the failure to account for this 
consideration results in a significant understatement of profitability, especially in 
smaller radio stations. The FCC also collected data on a second, sli^tly less impor- 
tant factor— trade out receipts. This is a factor easily susceptible to undervaluation, 
so that profitability is again artificially minimized. 

THE FCC REFUSES TO CONSIDER THE IMPACT OF OWNERSHIP DEREGULATION ON 

PROGRAM SERVICE 

In proposing to repeal its ownership rules, the FCC did not mention, or pay more 
than peitunctoiy lip service, to the puolic's interest, the needs and wants or the pub- 
lic, or robust debate. It discussed competitive challenges, economies of scale, inhibi- 
tions on the industiy, robust participation in markets, and cost saving, but the Com- 
mission did not ask whether these proposed changes will benefit tne public. The 
only concern mentioned is the economic health of broadcasters. 



'FCC Form 324 obtained data on broadcast station revenues (including "trade-oats* and othor 
non-cash receipts) and expenses, as well as pertinent cumulative data on salaries paid to own&n 
and ofRcera. The FCC abolished this reporting requirement in 1982. Amendment of Form 324, 
Annual Financial Report of Broadcast Stations, 61 RR 2d 136 (1982). It bears mention that the 
FCC published cumujated data from Form 324 in a manner which made it impossible to obtain 
or derive data submitted by any individual licensee. Data from an individual Form 324 was gen* 
erally withheld from public inspection under 6 USC 1662(bX4). 
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As with other past deregulatoiy measures of recent years, the Commission has 
assumed that the marketplace would address the needs of the public. But the record 
shows that those needs have been overlooked. The Commission now needs to find 
another way to ensure that listeners' needs are met. 

There are numerous seflmaents of society which are socially important, but demo- 

fraphicalh' unattractive. These groups' needs are not addressed by the radio mar- 
etplace. The marketplace is leaving some listeners out of the picture altogether 
when local stations give over total programming control to other programmers. Re- 
cent trends, most especially time oroKerage and similar arrangements discussed 
below, pose particular dangers to those market niches to which larger stations have 
paid Uttle attention. If smaller stations, most of which are on the AM band, find 
ways of inexpensively extending the reach of larger stations via simulcasting their 
signals, these minority segments will be even less capable of fending for themselves 
in a market driven industry. 

The impact of altered ownership rules on the listener is a vital part of the ques- 
tion at hand. It is central to the Conmiission's legislative mandate that listeners' 
interests be served over the public airwaves. Broadcasting is about the use of a 
scarce spectrum for a balance of business and public interest. Neither factor can be 
exchidea from the equation. 

The post-deregulation market has not provided public interest programming,^ as 
the Commission predicted would be the case. Deregulation of Radio, supra, 84 FCC 
2d at 978. The market has instead provided what the listeners will tolerate. It is 
up to the Commission to revisit this issue with the public in mind. 

The Commission was not established to serve merely as a traffic cop. There is also 
a duty to see that there is a free fiow of information over the airwaves and that 
broadcasters fulfill their trusteeship duties to their listeners. Listeners have the 
ri^t to have their needs addressed and it is up to the Commission to safeguard 
that right. See, e.g., FCC v. National Citizens Committee for Broadcasting, 436 U.S. 
775, 795 (1978) [quoting CBS v. Democratic National Committee, 412 IJ.S. 94, 122 
(1973)]; /2cd Lion Broa£asting Co., Inc. v. FCC, 395 U.S. 367, 389-390 (1969); Asso- 
ciated Press V. United States, 326 UJS. 1, 20 (1945). 

Listeners are worse off than they were before ownership rules were relaxed. Local 
news operations have been pared down or closed down,^ public interest program- 
ming has decreased,^ and time brokerage is increasingly oeprivinff many listeners 
of local programming altogether. But what happens now in case of a local weather 
disaster? What if the local news staff has alloeen laid off and there is no one at 
the station capable of producing an emeivency broadcast? Indeed, what if there is 
no one on staff who has ever talked to local emergency preparedness personnel, 
much less who is capable of eliciting the information listeners would neea to know? 
These are hardlv hj^thetical questions. Raving already removed the need for any 
meaningful local news presence, the Commission has now authorized licensees to 
contract out up to 167 program hours per week. 

While some members ofthe Commission ascribe an ''eat your vegetables" mental- 
ity to those who advocate mandated public service minima, the tact is that there 
are many within the industry who feel that the market has failed, and that the re- 
duction of such public service is not in the interest of broadcasters or the public. 
For example, Rooert Benson, DCs vice president of radio news, voiced his concern 
for this trend in Broadcasting magazine (June 5, 1989, at 23): 



3R Benson, Broadcastinjgjilonday Memo, June 5, 1989, 23; M. McKean and V. Stone, ''Why 
Stations Don't Do News," RTNDA Communicatar, June 1991, 22, 22-24; P. Aufderheide, supra, 
at 51; and J. Donahue, supra. 

^One industiy-commissioned study concludes that deregulation contributed to ending local 
news operations despite the fact that television and radio stations that did so denied that de- 
regulation had anything to do with the decision. The study shows that 46.2 percent of commer- 
ci^ radio stations surveyed formerly did local news but do not anymore. In commercial radio 
60 percent said they dropped local news because it is not part of "their mission." N. McKean 
and V. Stone, supra, at 24. Another recent study shows that FCC policies have made news, pub- 
lic affaira and conununity affairs prime targets for budget cuts. It cites to the decline in news 
bu<teets and staffs in radio and television. P. Aufderheide, supra, at 51. 

'A prominent member of the communications bar who has recently left to become a college 
president has observed that the effect of television deregulation on the public interest have bean 
stiongest in decreasing the amount of public service programming and diveraity, especially on 
stations that have been heavily traded and incurred debt. V.I. Ferrall, The Impact of Television 
Deregulation on Private and Public Interests," Journal of Communication, 8, 29-30 (1989). A 
study showed that nwst stations in their survey had no changes in public affaira programming 
since deregulation, but 3 percent had cutback on such programming because of deregulation, 
and only 1. 6 percent had increased imblic aflaira programming since d^egulation. V. Stone, 
1)ereguiation Felt Mainly in Laige Market Radio and Independent TV," RTNDA Communica- 
tor, 9lApril 1987). 
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In this era of broadcast deregulation, some radio station owners and operaton 
have attempted to shore up snort-term bottom line profits with what &ey see 
as relatively risk-free operational procedures. They nave opted to reduoe thnr 
news and informational programming in favor of less costly music and enter- 
tainment scheduling. This, in my opinion, is not a constructive decision. * * * 
If short-term bottom line thinking prevails with news and information curtail- 
ment, we may raise an entire generation of Americans who no longer think of 
getting news and information m*st from radio. Once we do, we will literally be 
Caving away one of radio's strongest assets. 
Quite a few of the respondents to an Radio-Television News Directors Association 
CnTNDA") survey felt the same way about deregulation's effect on radio news: 

• It has lessened the station's commitment to news on both AM and FM, espt- 
daily FM. Management now feels it can program more music in lieu of the news.— 
Commentor from medium market station 

• Smaller staff, less air time, more emphasis on non-stop music. — Commentor 
from major market FM station 

• Sent panic through news department and led to termination of sports depait- 
ment and dropping of NBN and SBN networks. — Commentor from major market FM 
station 

• Stations can be sold at a moment's notice; Deregulation has brou^^t instabil- 
ity.— Com/ncntor from medium market AM station 

Further relaxation of ownership rules can only further endanger the interests of 
the listening public. For instance, relaxing contour restrictions will not strengthen 
small stations, it will simply take us another step towards having only a few voices 
in each marketplace. 

Relaxation or ownership rules is allowing a segmentation of radio that may serve 
entertainment needs, but increasingly tends to ignore other listener needs and ig- 
nores some listeners who are not financially empowered. That is a disservice to the 
public who own the airwaves. It is a disservice to the listeners, who deserve the best 
in programming and deserve a local station with some true local content. And it is 
a aisservice to the industiy itself, which has the capability of greatness but could 
be corrupted by the debilitating nature of excessive trading and aeal making. 

TRAFFICKING RULES MUST BE REINSTTTUTED 

Any relaxation of radio ownership rules should be accompanied by restoration of 
a three-year holding period, waivable for good cause shown. 

Changes in FCC ownership rules have undesirably changed the nature of broad- 
cast ownership. The Commission's 1982 repeal of its anti-trafticking rule, which im- 
posed a three year holding period for broadcast licenses, has been especially per- 
nicious. Rather than attracting broadcasters interested in making long term profit 
by creating a voice in their community that will offer entertainment, news, public 
service, tauc, education, religion or some other speech, the business is instead at- 
tracting short term investors looking for capital gains, often at the cost of publk 
service. 

New entrants drawn bv the eased holding rules are all too willing to saddle their 
stations with massive debt and spend the station's reputation for quality by cutting 
back or closing down local news operations and other local public service. 

There is certainly nothing wrong with seeking profit; it is an essential component 
in a healthy broadcast industiy. And it must be acknowledg:ed that these recession- 
ary times hurt radio, along with every other business in tms countiy. But the new 
breed of owner is unlikely to be community-minded, especially during hard times. 
Instead, this owner is more likely to take the money and run, though it may leave 
the station ffaspin^ for air. 

The new breed includes a disproportionate number of group owners and absentee 
owners. They are short term speculators, not long term broaocasters. They could be 
just as happy investing in a frozen yogurt franchise as in a radio station. Their 
drive for rapidly appreciating short-term sales price increases, often generated 
through accounting tricks ana other manipulative devices, has led to volatility and 
distortion in the market. It has harmed service-oriented competitors interested in 
making a living as broadcasters. Here, it is clear that the abolition of the traffic- 
king rule has caused profound problems in the broadcast industiy by encouraging 
this destructive turnover. 

The flaw in this kind of ownership is that radio broadcasting is not like eveiy 
other business. It involves a trusteeship, a duty to the listeners and the communi^. 
Because there is scarce broadcast spectrum, each licensee must consider both profit 
and service and cannot lose 'sight of its duty to inform listeners. This is a business 
where profit can be made, but where we cannot afford to let service be forgotten. 
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The hi£^ post-deregulation turnover rate has been well documented. One study 
of radio station sales concluded that '^here is a considerable amount of 'trafficking' 
going on, accounting for roughly 38 percent of all resales and almost 27 percent of 
all transfers." B. Dates, supra at 4.® Anecdotal experience, as well as research data, 
shows that the increase in trafRcking appears to be linked to a decrease in service 
as well. RTNDA research indicated that a majority of both public and commercial 
radio stations in their survey of stations that do not do locally originated news went 
through potentially damaging transformations after deregulation.'' 

A respected conmiunications attorney has shown that tne demise of the three year 
rule caused both trading and prices to rise similarly in television broadcasting. Y.E. 
Ferrall, supra, at 17. Ferrall identified problems created by high debt loads heaped 
on stations and leveraged buy outs draining operational resources. Id. at 10-11. 

Trafficking rules can serve as a vital safety valve which will protect against the 
chaos experienced in the late 1980's and the ongoing destructive shake-out which 
has characterized the early lOQCVs. Whether or not the Commission further lifts 
radio ownership rules, a presumption of a three-year holding period should be 
reinstituted. If experience with waivers proves the benefit of a return to the present 
policy, it will be easy to effectuate such a repeal 

Bluntly put, the problems the Commission now faces in radio broadcasting were 
in part created by the repeal of the trafficking rule. The Commission needs to rein- 
state the three year rule and reestablish stability in the industry. 

THE COMMISSION MUST RETURN TO ESTABLISHED TIME BROKERAGE REGULATION, 
STRESSING CONSTRUCTIVE DIVERSITY AND UCENSEE CONTROL POUCIES 

The Commission, through its inaction in the face of increased use of time broker- 
age arrangements, has abandoned its statutory duties and allowed a dangerous de 
facto restructuring of its time brokerage policies. The central policy justification for 
time brokerage — the admirable goal of encouraging diversity — ^has been wholly over- 
looked in this silent and unannounced change of vast significance to industry, and 
to the public. 

The Commission's stated concern about the potential for licensee abuse in time 
brokerage, and its duty and commitment to insure that licensees retain responsibil- 
ity for programming® nas become a charade. Scores of de facto transfers of control 
may already have taken place without the slightest FCC effort to investigate what 
has happened. The Commission must call time out, reestablish its policies, and care- 
fully monitor time brokerage. Precise limits must be set on the amount and kind 
of permissible delegations. Reporting requirements must be instituted. 

In 1980, the FCC reviewed its time brokerage policies with an eye to fine tuning 
them to promote diversity. Part-Time Programming Policy Statement, 82 FCC 2<t 
107, 108 -118 (1980). The Commission discussed time brokerage as an occasional 
practice lareely limited to ethnic programming provided through short-segment time 
brokerage. Id. at 110. The Commission envisioned blocks of^several 30-minute or 
hour long segments produced by several different programmers with varying ethnic 
or political voices. Id. at 110-112. This, it said, greatly enriched the breadth of pro- 
gramming available to the public and gave access to many voices which would oth- 
erwise be unavailable. Id. at 120. 

But, without public announcement, the Commission has allowed time brokerage 
to be transformed into something very different. Acting through a number ex parte 
letter rulings, for which public comment was neither solicited nor received, the Com- 
mission has taken a series of seemingly unrelated incremental steps which, taken 
together, have made time brokerage the preferred way to turn over a station's pro- 
gramming to others.® See, e.g.. Letter to Brian M. Madden, 6 FCC Red 1871; Letter 
to J. Dominic Monahan, Esquire, 6 FCC Red 1867. These time deals are becoming 
so common that a friendly euphemism for time brokerage — ^^LMA" for "Local Market 



* Bates concluded that though the practice is prevalent, there is really no substantial profit 
benefit to traffickers in AM or AM-FM combination stations. He found there may be some bene- 
fit to FM station traffickers. Id. at 8. 

''According to the study, 50 percent of the commercial stations in the survey were sold after 
deregulation. The studv showea 30.8 percent of commercial radio stations surveyed ended their 
news operations after deregulation. M. McKean and V. Stone, supra, at 23. 

"See, e^., Cosmopolitan Broadcasting Corp. v. FCC, 581 F.2d 917 (D.C. Cir. 1978), in which 
the U.S. Court of Appeals for the District of Columbia upheld an FCC decision denying renewal 
based upon the licensee's failure to retain control over its programming. 

•There is a close analogy between current "station leasing'' practices and various phony 
leases" used in real estate transactions to avoid formal recordation of a change in ownership 
so as to avoid ''due on sale clauses" and other legal duties. 
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Agreement"— has been coined. Significantly, the more accurate (and honest) term is 
the industry parlance for these deals: ''leasing out your station." 

The FCC's former vision of short blocks of time bein^ used to introduce numy ad- 
ditional voices has nothing to do with what is happenmg today under the rubric of 
time brokerase. In its current form, the effect is oecrease the number of voices by 
at least one.^** Thus, current time brokerage deals actually destroy the diversity the 
Commission sou^t to promote. They have become contractual diarades mi^lang a 
transfer of station control. 

Current time brokering arrangements involve a wide range of practices. But aU 
the contracts involve delegating control of laige amounts of time to a programmer 
other than the licensee. Because this is not considered to have anv regulatoiy sig- 
nificance, there are now licensees controlling the progranuning of tour or more sta- 
tions in a single market (two of their own, and two licensed to others), and other 
licensees programming three or four stations in nearby markets notwithstanding 
the provisions of the Commission's duopoly rule. See, Letter from Chief, Audk> Serv- 
ices Division RE: Assignment of WOkD (AM), Spartanburg, South Carolina, No. 
8910-VMM (April 3, 1990). In fact, as Chairman Sixes has conceded, there is no cur- 
rent restriction on a single programmer acting as the 'lessee" of every single station 
in a market! ^^ 

As appalling as it may seem there may even be instances of programmers who 
hold no FCC license at all who are programming up to 167 hours or more on two 
or four stations in a market. And, since there is absolutely no Conmiission interest 
in who such pro^anuners might be, it is entirely possible that individuals who have 
been banished from the ranks of FCC licensees for abject violations of the Commu- 
nications Act may now be determining the programming on one or many stations. 

Most astonishingly of all, the Commission has absolutely no idea of what is going 
on. Because these practices require no notice to the Commission, much less FCC 
consent, there is absolutely no way to determine how conunon these contracts have 
become. As noted above, the Commission cannot function effectively without knowl- 
edge of broadcast market realities.^^ 

Current practices cannot possibly be reconciled with past Commission policy, or 
the public interest. In the past, the Commission questioned delegation of more than 
a few hours per week of programming. Master Broadcasting Co., 6 RR 621, 622-623 
(1950). In Cosmopolitan Broadcasting Corp., 59 FCC 2d 558 at 561-562 (1976), 
recon. den., 61 FCfC 2d 257 (1976), affd sub nom. Cosmopolitan BroadcasUng Corp. 
V. FCC, 581 F.2d 917 (1978), the Commission reiterated that prograncmiing control 
must be retained by licensees, and denied renewal for lapses in that control. And 
only recently, in Fresno FM Limited Partnership, 4 FCCf Red, 7973, 7983 (1989), 
afiTd, FCC 916-23 (released March 19, 1991), the Review Board condemned an ar- 
rangement not at all dissimilar from what is now commonplace timer brokerage as 
"de facto abdication of control." It characterized the time brokerage contract in that 
case as a "subterfuge" intended to conceal this abdication. But what was condemned 
in Fresno is permitted and encouraged by recent staff rulings. The concerns the 
Commission expressed in Cosmopolitan must be reestablished by the Conmiission 
as the subterfuge found in Fresno is rampant in time brokerage agreements being 
established around the country. 

The Commission has a duty to regulate time brokerage, keeping in mind the goals 
of diversity and licensee control. Yet the Commission has allowed the practice of 
time brokerage to speed off like a runaway train, into an uncontrolled direction that 
in fact stifles diversity and abdicates licensee control. 

Under current FCC policy, radio licensees are for all intents and purposes, and 
for all but a very few hours a week, delegating control of their stations without 
Commission knowledge, interference or even the briefest of filings. 



^°The typical time brokerage deals currently being reported in Radio Business Report involve 
one station buying all but a few hours of a nearby station's time and playing the same proffFun- 
mii^ on both stations. This creates one less voice, not the diversity the Conunission said it wai 
seeking in encouraging time brokerage in the 1980 policy statement. 

^^In response to the question 'Is there any FCC policy or regulation which would nnedode 
a sini^e licensee from time brokerage * * * on eveiy single station in a market?" Cnairman 
Sikes responded: *No." Letter of FCC Chairman Alfred C. Sikes to Honorable John D. Dingdl 
dated by 3, 1991, at 4. 

^The Commission's recently ballyhooed "survey" of LMA's offered no usefiil additional hd^ 
The survey's methodology was fiimcal. While cities were selected validly, there was no strati- 
fication for market size, so that smaller markets were ov e rre p resented. Stations were not se- 
lected by a probability sample. Stations which denied that they had been part of an LMA during 
1991 were not inspected. 
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The Commission's recent enforcement of the main studio rule against a time bro- 
keraffe has been cited as indicating that the Commission will maintain control.^^ 
The NAB has joined in appealing mis decision as too harsh, and there are trade 

gress reports that the Commission will back down. That aside, and assuming the 
lommission will find out about such violations in the absence of reporting require- 
ments, this approach offers scant assurance. The Commission's rulmg in that case 
just helps fill in the road map for those eager to put a superficial face of regularity 
on what is, frankly, irregular. It is no more difficult to meet the technical require- 
ments of the main studio rule than it is to write a contract whidi appears to insure 
that the regulatory minima of licensure are also met. See Letter to Peter D. 
O'ConnelL 6 FCC Red 1869 (1991). One or two full-time staff with a microphone (but 
little need to use it) and a list of community issues are enoud^ to meet the FCC 
requirements to allow these conununities to lose a local voice. There is a difference 
between local presence and meaningful local presence, but the Commission does not 
distinguish between the two. 

Time brokerage must be subjected to Commission scrutiny. Contracts for time bro- 
kerage should be filed with the Commission. Contracts involving the lease of more 
than four hours per week to any one programmer should be permitted only with 
Commission consent. Absent special circumstances, there should be a limit of 28 
hours pNer week (one dav part per day) of time brokerage on any one station. No 
one entity should control the programming on more than two stations in a market, 
or adjacent markets. 

The Commission must evaluate each proposed time brokerage on a case by case 
basis. Factors that should be considered are: 

• the stations' financial condition; 

• whether listeners are left with adequate (and adequately redundant) local radio 
emergency broadcasting capability, 

• who the progranuner is, how many other stations are programmed by the same 
programmer, whether the programmer is qualified to be a Commission licensee, and 

• the competitive impact of the time brokerage on the local advertising and pro- 
gramming markets. 

Waivers of these principles should be g[ranted upon showing of financial distress. 
Such waivers should be of limited duration, subject to being revisited based upon 
subsequent experience. 

Action should be taken quickly on the time brokerage issue since it is a rapidly 
growing scheme. It will be easier for the Commission to fulfill its mandate of^ pro- 
tecting the public interest if it approves these arrangements up front rather inan 
having to take them apart after they are in operation. While there may be a place 
for expanded time brokerage, under appropriate guidelines as suggested above, it 
is impossible to readi such a conclusion without data the Commission does not now 
have. 

Extensive time brokerage is incompatible with meritorious service. Perhaps the 
best way to put the need of such practices to the test is to deny renewal expectancy 
to any station which is time brokered for more than 28 hours per week. 

THE ONE-TO-A-MARKET RULE: A BROKEN PROMISE 

When the Commission relaxed its one-to-a-market rule, it explained its decision 
to a<iopt a case-by-case waiver policy as follows: 

This decision reflects our desire to act cautiously to weigh the benefits and 
costs of proposed mergers and to continue to obtain evidence concerning the 
ramifications of modifying this long-standing rule. — Second Report and Order, 
4 FCC Red 1741, 1742 (1989). 
Lest the point be unclear, the Commission later added that This approach * * * 
permit[s] us to take a second look to ensure that any further modification of elimi- 
nation of this rule is fully warranted." Id., at 1743. 

This was a promise not kept. And until it is kept, the Commission will have no 
rational basis on which to extend the one-to-a-maiket rule, or any other ownership 
rule. 

The Commission has not acted "cautiously." It has granted every single one-to- 
a-market rule waiver which has been sought thereunder. 

The Commission has not ''weired the benefits and costs of proposed mergers." 
It has made no scrutiny whatsoever of applications seeking a waiver. 

'Die Commission has not ''continue[d] to obtain evidence concerning the ramifica- 
tions of modifying this long-standing rule." It has gathered no evidence at all. It has 



^WOBG-AM, Clarksbuiig, WV has been fined $10,000 in a time brokerage deal involving 
Salem, WV. 
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not expected, much less considered, showings that there would be any benefits at 
all from the srant of a specific waiver. Instead, it has relied on the precuctions made 
at the time tne rule was changed. 

Chairman Sikes' May 3, 1^1 letter to Energjy and Commerce Committee Chair- 
man Dingell reveals just how little the Commission seems to care about whether 
its rules actuallv function in practice as they were designed to do in theory. There, 
it was explained that the sole justification for granting waivers of the one-to-a-mar- 
ket rule was the prediction made in 1989 that such waivers would better serve the 
public. The only circumstance cited in which a waiver is to be denied is the case 
of a well-pleaded petition that establishes that following the general standards 
might not oe consistent with the public interest in the specific cutrumstances pre- 
sented." 

This response indicates that the Commission does not conduct any independent 
review of such requests, even to find out what claims applicants may make as to 
how the public interest will be benefited. Indeed, Chairman Sikes states that '^ 
showing beyond the size of the market and the number of voices that will remain 
after the projMsed sale (is now) required in a t3rpical case." He also states that '^o 
specific criteria have been adopted (in deciding if grant of a specific waiver will be 
in the public interest), other than those adopted in the rulemaking proceeding." 

Leaving aside whether this policy offers any basis for confidence in whether a par- 
ticular decision will be in the public interest, it has precluded the development of 
anv experiential base upon which to justify further relaxation of the one-to-a-maiket 
rule. It is hardly surprising, therefore, to learn that Chairman Sikes admitted to 
Chairman Dingell that the Commission has no new evidence bearing on the results 
of the 1989 relaxation of the one-to-a-market rule. In response to a request for any 
evidence that Commission has obtained ''oonceminff the oenefits and costs of pro- 

Sased mergers and ♦ ♦ ♦ the ramifications of modifying"* the one-to-a-market rule, 
hairman Sikes pointed only to the record of the rulemaking used to change the 
rule, and not to any experience gained thereafter. Most telUngly of all, he claimed 
that 

A review of applications [for waiver] would not provide evidence of specific 
benefits, because the benefits are prospective. * * * 

This is regulatoiv double-talk. Applications for specific cases are substantially 
more relevant — and no less ''prospective" than a rulemaking record adopted years 
earlier. Simply stated, the Commission has not monitored the relaxation of the one- 
to-a-market rule, and has no basis on whidi to propose, much less extend its further 
evisceration. 

The one-to-a-market rule is but one instance, but the Commission has not evalu- 
ated the impact of any of the other ownership measure adopted over the last decade. 
It cannot go about making more changes until it does so. 

Every time the Commission has extended its ownership rules, it relies on a ''safe- 
guard" which it later abandoned. Thus, in relaxing its national multiple ownership 
rules, it pointed to local regional concentration rules that would prevent against 
abuse. Amendment of Section 73.3555 of the Commission's Rules, supra, 100 FCC 
2d at 27. In repealing the regional concentration rules, it pointed to local duopoly 
and one-to-a-market rules. Regional Concentration, supra, 101 FCC 2d at 412. And 
in relaxing duopoly rules, it pointed to one-to-a-market rules. First Report and 
Order, 4 FCC Red 1723, 1727 (1989). Those were modified almost simultaneously. 
Second Report and Order, 4 FCC Red 1741 (1989). 

Senator Bryan. Mr. Schwartzman, thank you for your testimony. 
Mr. Suarez, welcome to the committee. 

STATEMENT OF AMANCIO V. SUAREZ, SR., SECRETARY AND 
TREASURER, AMERICAN HISPANIC OWNED RADIO STA- 
TIONS, MIAMI, FL 

Mr. Suarez. Thank you, Senator Bryan. Mjr name is Amancio V. 
Suarez, Secretary and Treasurer of the American Hispanic Owned 
Radio Stations, which represents the interests of approximately 60 
Hispanic American radio broadcasters throughout the Nation, who 
own over 100 Hispanic language radio stations. Our goals and pur- 
poses mirror the Federal Communications Commission's longstand- 
ing purposes to support diversity of ownership and provide oppor- 
tunity for small minority and women broadcasters. 
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Spanish language broadcasters in the United States face a con- 
tinuous struggle to realize financial success in an arena that is 
dominated by the English language. We must constantly work to 
raise the level of consciousness, not only with the source of our rev- 
enue, national and local advertisers, but also with the Federal 
Communications Commission, elected officials, and other Govern- 
ment agencies which affect our business environment. It is within 
this context that AHORA submits the following comments regard- 
ing proposed revision to the rules on policies regarding the oper- 
ation of radio stations. 

AHORA is very concerned that various proposed changes to the 
radio rules and policies will cause serious deterioration of the few 
opportunities and minimal progress made during the past decade 
by small minority and women broadcasters. The fact that the FCC 
record indicates that 197 AM and 30 FM stations are currently off 
the air is a great concern. However, when has a construction per- 
mit been a guarantee for a profitable station? 

It is important to note tnat if the proposed changes are imple- 
mented without sufficient protection for a small minority broad- 
caster, there will be a serious threat the economic balance in most 
radio markets. Perhaps the top five markets will not be affected to 
a significant degree. However, in markets 15 through 100 there 
will surely be an adverse affect. Advertising agencies and national 
advertisers, in their planning and placement of national budgets 
would gravitate to a licensee who controls various stations wiuiin 
a given market in order to lessen the work and expense of doing 
business with multiple stations. 

This is but one of the reasons why AHORA has previously op- 
posed any change that would allow a single owner to hold more 
than one AM or FM in a given market, or wiich will allow the time 
brokering of another AM or FM station within the same market. 
This position was based, as I had stated, on the histonr coupled 
with the regulations policies which threaten the future of Hispanic 
American broadcasters programming in the Spanish language. 
AHORA's basic concern remains the same and unchanged. 

However, recently introduced legislation in the form of H.R. 3715 
introduced by Representative John Dingell, provides many of the 
protections for a small minority broadcaster which AHOIIA seeks 
in relation to time brokering. AHORA will support this proposed 
l^slation, as well as the FCC's response to the protection of lan- 
guage therein. 

Local market agreements — LMA's— continue to be a controversial 
issue within our industry. AHORA is currently reevaluating the 
issue, based upon recent developments. Nonetneless, in no way 
should our reassessment of the LMA controversy be interpreted to 
indicate that AHORA will accept a weakened position for Hispanic 
American broadcasters who operate Hispanic language radio sta- 
tions. 

AHORA's position on the 12-12-12 ownership limitation has not 
changed. It is AHORA's considered position that only large corpora- 
tion will benefit from an increase in ownership limits above 1^12- 
12. Hispanic American broadcasters have plenty of room in which 
to grow before we near the limits. Only one Hispanic American 
broadcaster has a total of seven stations — ^three AM and four FM. 
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The balance of Hispanic American broadcasters only own between 
one and four radio stations. 

AHORA's position regarding different rules for AM versus FM 
ownership is based upon the tact that 60 to 70 percent of Spanish 
language radio stations are on the AM band. While the English 
language side of the business considers AM radio a plus, we in 
Spanish broadcasting value it highly as those Hispanic commu- 
nities which we serve. Therefore, AHORA is strongly opposed to 
any increase in limits of AM stationownership and urges the FCC 
to allow this committee to continue a limitation of 12-12-12 for 
ownership of broadcast properties. 

AHORA vigorously opposes any rule which would utilize audi- 
ence size or rank for the purpose of determining the limitation on 
a stationownership. This is because the Spanish language mecUa 
market is ranked separately and differently than our general 
media or English markets. Therefore, any system which will utilize 
market size or rank will seriously penalize the Spanish lang^uage 
media. 

Time does not permit me to delineate AHORA for presentation 
on this and other issues affecting our industry. However, complete 
information and background is provided in our full written testi- 
mony that has been provided to the subcommittee and committee. 

In closing, the members of the American Hispanic Owned Radio 
Association wish to express our appreciation to the Communica- 
tions Subcommittee for consideration of our comment. Should the 
committee desire any additional data or testimony regarding our 
position, or any specific comment, we shall be pleased to provide 
it at your convenience. 

AHORA members will also be pleased to serve as a resource for 
the Communications Subcommittee as well at the Commerce, 
Science, and Transportation Committee in its continued effort to 
carry out its mission in relation to the varied elements within our 
industry during this era of intense technological and global expan- 
sion. Thank you. 

[The prepared statement of Mr. Suarez follows:] 

Prepared Statement of Amancio V. Suarez 

The following comments presented to the Communications Subcommittee of the 
Senate Commerce, Science, and Transportation Committee of the United States 
Senate by the American Hispanic Owned Radio Association (AHORA) are submitted 
in response to the Subcommittee's Hearing to consider comments regarding the Fed- 
eral Communications Commission's NM Docket No. 91-140 Revision of Radio Rules 
and Policies, adopted on Nay 9, 1991. 

While AHORA appreciates the Federal Communications Commission's eflbrts to 
ease the pressures of doing business in a tight economy, we wish to urge the Sen- 
ators, as we did the FCC Commissioners, to keep uppermost in your deliberations, 
the Commission's long-standing goals to promote ownership diversification as well 
as increased opportunities for small/minority and women broadcasters. 

Spanish-language broadcasters in the United States face a continual struggle to 
realize financial success in an arena that is dominated by the English language. We 
must constantly work to raise the level of consciousness, not only with tne source 
of our revenue. . national and local advertisers, but also with the Federal Commu- 
nications Commission, elected oflicials and other governmental agencies which affect 
our business environment. 

It is within this context that members of the American Hispanic Owned Radio As- 
sociation submit the following comments regarding proposed revisions to the rules 
and policies regarding the operation of radio stations. 
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ABOUT AHORA 

The American Hispanic Owned Radio Association (AHORA) was formed in Janu- 
ary, 1991 to coordinate and support efforts on behalf of approximatelv sixty His- 
panic American radio broadcasters throu^out the nation. Several of AHORA's goals 
and purposes mirror the Federal Communications Commission's long-standing pur- 
poses to support diversity of ownership and provide opportunities for small, minority 
and women broadcasters. 

The objectives and purposes of the Association are: 

To promote cooperation and understanding among its members; to foster and pro- 
mote the develonment of practices whidi wul be for the best interest of the public, 
specifically the Hispanic community, and the broadcasting industry of the United 
States; and to act as a national contact with other broadcasting and mdustry-related 
associations and individuals. 

To increase the number of Hispanic-American broadcast owners and facilities, to 
improve the business opportunities of such Hispanic-American broadcasters, and to 
gain and foster a higher appreciation for the value of Spanish-language radio among 
uie nation's advertisers, including federal, state and local governments. 

AHORA has been incorporatea as a non-profit trade association within the Dis- 
trict of Columbia, with interim ofiices located at 1255 Twenty-Third Street, K.U., 
Suite 800 Washington, D.C. 20037-1125. 

PROPOSED REVISION OF RADIO RULES AND POUCIES 

AHORA is veiy concerned that various proposed changes to the radio rules and 
policies will cause serious deterioration of the few opportunities and minimal 
progress made during the past decade by minority/women broadcasters. The fact 
that FCC records inoicate that 197 AM and 30 EM stations are currently off the 
air (dark), is a sreat concern. However, when has a construction permit been a guar- 
antee of a protitable station? It is important to note that if the proposed dianges 
are implemented, there will be a serious threat to the economic balance in most 
radio markets. Perhaps the top five markets will not be affected to a sisnificant de- 
gree. However, in markets fifteen throu^ one hundred, there will surely be an ad- 
verse efiect. Advertising agencies and national advertisers, in their planning and 
placement of national budgets, would easily gravitate to a licensee who controls var- 
ious stations within a given market, in orcber to lessen the work and expense in 
doing business with multiple stations. The result: rather than two to four broad- 
casters having an opportunity for the national advertising business, one licensee 
controlling (owning) more than one station or having a Local Market Agreement to 
program another station in the market, could shut out the competition of smaller 
oroadcasters, including women and minorities. The result would oe even more sta- 
tions in trouble than at the present time. 

A^ain, AHORA members appreciate the FCC's efibrts to ensure diversity of own- 
ership and opportunities for small, minority and women broadcasters tKrou^out 
the years, and urges the esteemed Members of the United States Senate to take ap- 
propriate measures to ensure that the Commission will continue in this honorable 
traoition with equal vigor. 

OWNERSHIP LIMITATIONS 

The 1985 increase in the ownership limitations resulted in a seriously negative 
effect on progress of minority/women oroadcast ownership. More and more stations 
are now owned bv mega-corporations than before. Additionally, the owners with the 
deepest pockets have all the advantages to acquire the most desirable properties 
within the most desirable/profitable markets, which has priced women and minori- 
ties out of opportunities for upward mobility in our industry. 

It is vital to the interests oi smsdl and mmority broadcasters that the Commission 
place a freeze on any acquisitions above the 12-12-12 limitation currently in efiect, 
pending final abjudication of this matter. AHORA requests this freeze in view of oc- 
currences durinff the previous limitation changes in 1985. At that time, the National 
Association of Black Owned Broadcasters (NABOB) appealed the FCC decision to 
the United States Court of appeals. However, because the FCC did not act on a peti- 
tion submitted by NABOB for reconsideration of the twelve-station rule for six 
vears, the industry had already implemented the twelve-station rule when the 
NABOB case was finally ready for review by the court in 1990. As a result, NABOB 
was forced to reluctantly abandon its appeal in December 1990. 

It is AHORA's understanding that several non-broadcast, minority community or- 
ganizations (National Association for the Advancement of Colored People, the 
League of United Latin American Citizens, the National Hispanic Media (Joalition 
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and the National Black Media Coalition) were earlier depicted to support increased 
ownership limitations. This, in fact is a serious misunderstanding. After discussions 
witii representatives of the Hispanic groups mentioned, botn groups assured 
AHORA that, while they support increased minority ownership of broadcast prop- 
erties, they oppose increased ownership limitations for non-minority broadcasters, 
unless such ownership is specifically tied to the 14-station proviso allowed in the 
12-12-12 station rule, which requires that a broadcaster wishing to exceed owner- 
ship of twelve stations up to fourteen (14) stations, the two additional stations must 
be in a partnership with a minority broadcaster which operates and controls 51 per- 
cent of such stations. This position, however, should be clarified directly with each 
organization in light of recent events, to ensure that their position has not been mis- 
interpreted. 

Before the FCC approves any increase in the ownership limitations, AHORA 
urges a complete study of the effects on small, minority and women ownership as 
a result of the last ownership limit increase in 1985. AHORA's preliminary researdi 
indicates that the 1985 ownership limitation increase from 7-7-7 to 12-12-12 did lit- 
tle to increase acquisitions by women and minorities compared to acquisitions fay 
non-minorities, quite the opposite. With the possible exception of one or two cases, 
the 14-station option created in 1985 HAS NOT BEEN A FACTOR in new radio ac- 
quisitions by Hispanic American broadcasters. 

Hispanic American broadcasters face overwhelming odds in making inroads in 
bigger markets as well as to upgrade to more desirable properties, regardless of the 
market. Acquisition of FM stations is only in its beginning stages. Any ftirther ero- 
sion of rules that set limitations on mega-mergers and deep pocket control of local 
broadcast markets, could ultimately wipe out all but a veiy few minority/women 
broadcasters in many markets. 

It is AHORA's considered position that only non-minority, large corporations 
would benefit from an increase in ownership limits above 12-12-12. Hispanic broad- 
casters have plenty of room to grow before we near the limits. Only one Hispanic 
American broadcaster has a total of seven (7) stations * * * three AATs and four 
FM's. The balance of Hispanic American broadcasters only own between one and 
four radio stations. 

ONE-TO-A-MARKET RULE/tlME BROKERING/LOCAL MARKET AGREEMENTS (LMA'S) 

AHORA has previously opposed any rule change that either would allow a single 
owner to own more than one AM or FM in a given market, or which would allow 
the time brokering of another AM or FM station within the same market. This posi- 
tion was based on industry history, coupled with FCC deregulation policies whidi 
threaten the future of Hispanic American broadcasters programming in the Spanish 
language. AHORA's basic concerns remain essentially unchanged. 

However, recently introduced legislation in the form of H.R. 3715, introduced by 
Representative John Dingell, provided many of the protections for small and minor- 
ity broadcasters which AHORA seeks in relation to time brokering. AHORA will 
monitor the progress of this proposed legislation, as well as the FCC's response to 
the protections outlined therein. 

Local Market Agreements (LMA's) continue to be a controversial issue within in 
our industry. AHORA is currently re-evaluating the issue based on recent develop- 
ments. Nonetheless, in no way should our reassessment of the LMA controversy be 
interpreted to indicate that AHORA will accept a weakened position for Hispanic 
Americ£ui broadcasters who operate Spanish language radio stations. 

S. 1101, THE AM RADIO IMPROVEMENT ACT OF 1991 

AHORA is strongly in favor of this legislation. The FCc^s failure to act on this 
issue, in spite of strong requests from AM broadcasters, has seriously jeopardized 
the ability of AM to compete with FM. 

RELAXATION OF THE CONTOUR OVERLAP RULES 

AHORA is still in the process of evaluating this proposed change. Our primaiy 
concern here is that protections must be sustained for small and minority broad- 
casters which are struggling to compete against lai^er, English-language entities. 
Great care must be taken to ensure that minority applicants be given equal protec- 
tions and consideration, should this relaxation occur. However, our initial comment 
leans to the protection of existing limits in this case. 
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DIFFERENT RULES FOR AM VERSUS FM OWNERSHIP 

AHORA's position regarding different rules for AM versus FM ownership is based 
on the fact that 60-70 percent of Spanish language radio stations are on the AM 
band. While the English language side of the business consumers AM radio '^asse", 
we in Spanish broadcasting value it highly. The overwhelming loyalty to tne AM 
band by Spanish speaking audiences throu^out the nation and the world speaks 
to the neea to provide equal protections and thoughtful consideration of any change 
afTecting the AM band. Therefore, AHORA is strongly opposed to any increase in 
limits of AM station ownership, and urges the FCC to continue equal limitations 
of 12-12-12 for ownership of broadcast properties. 

LUMPING OF RADIO MARKETS WITH TELEVISION MARKETS FOR PURPOSES OF 
DETERMINING OWNERSHIP/GROUP OWNERSHIP LIMITS 

Lumping of radio markets with television markets for the purpose of determining 
ownersnip/group ownership limits would be a serious hardship to small and minor- 
ity owners trying to: either enter the industry, upgrade within their existing market 
or upgrade to a larger more profitable market. The competition is especially diflicult 
for Hispanic Americ£ui broaocasters who are, with few exceptions, in Spanish lan- 
guage broadcasting. 

The current practice of utilizing television ADFs as currently defined, to deter- 
mine a radio market's parameters is seriously afTecting independent broadcasters in 
small and medium markets. In some cases, population growth in various directions 
has unevenly allocated audience share to an adjoining ADI, when in reality the lis- 
tening/viewing practices of local audiences vaiy for existing ADI boundaries. 

AUDIENCE SIZE OR MARKET RATING/A AS CRITERIA TO DETERMINE OWNERSHIP UMITS 

AHORA's position on this issue is based on the fact that Spanish language media 
exists in a totally different environment than English language media when it 
comes to evaluation of audience size £uid market rankings. 

Ratings as applied to Sp£uiish language audiences, especially radio, are on a 
whole, unreliable because many segments of the Spanish-speaking community mis- 
trust actions which may be perceived to be governmental agency invasions into fam- 
ily privacy. 

Additionally, Spanish language/Hispanic Media Markets are ranked separately 
and differently than are General media markets. Therefore, any system which 
would utilize maiket size/rank would seriously penalize Spanish language media, 
regardless of various parameters, including the following examples: 
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San Antonio, Texas 

Albuquerque, New Mexico .. 

BakersfieU, California 

Phoenix, Arizona 

McAllen/BrDwnsville, Texas . 

Fresno, CaBfomia 

El Paso, Texas 

Miami, Florida 



There are several media survey companies in addition to those noted above. Meth- 
odology of each has been a controversy, especially among Spanish languagje broad- 
casters. Because of a serious concern over tne issue of diary tampering, rating serv- 
ices are continually forced to include reminders in their mailings to subscribers, urg- 
ing them to discourage activities which tend to distort audience share/ratings. Imag- 
ine the added problems it would create with station ownerships at stake. To utilize 
the size of an owner^s audience for any given station, or a group of stations, would 
very possibly result in various disputes, including probable legal action. 

Aiiother factor in considering use of ratings/audience share is that many markets 
are on two books, rather than four books. One rating service had gone to a phased 
system of determining audience. There are currently major reorganizations taking 
place in the ratings business that will place Spanish language media at a distincS 
disadvantage, if not adequately restructured. 

AHORA vigorously opposes any rule which would utilize audience size or market 
rating/rank for the purposes of determining limitations on station ownership. 
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SIMULCATING STATION SIGNALS TO ADJOINING MARKETS 



Simulcasting of a nugor market station's signal, whether AM or FM, in a smaller, 
adjoining or nearby market would have a veiy negative impact on the competing 
locEil in&pendent broadcasters. It would also seriously afiect the advertising dollars 
coming into a smaller market because national advertisers and ad agencies are in- 
clined to buy netwoiks, both wired and unwired. Example: If Los Angeles radio sta- 
tion programming were aired in surrounding markets like Ventura/Oxford, Santa ^ 
Baii>ara or Bakersfield, it would have a devastating economic imi>act on national 
dollars placed in these markets. Currently these smaller markets ei^oy, and rely on, 
increasmg national ad dollars, because few Los Angeles stations have sufiicient imr 
pact in their maritets to offset popularity of local stations. 

There is also the need to preserve tne concept of local prc«ranmiing, including 
news and public affairs services to a community. Radio and television stations can- 
not propeny meet the needs of adjoining markets if they are merely simulcasting 
tiieir signals via satellite and/or other translator methods. 

ENFORCEMENT OF COMMISSION RULES AND POLICIES 

ei 

The Commission has requested comments as to whether rule and policy enforce- oi 

ment is strong enoush. AHORA's response to the Commission, and to the Honorable in 

Members of this SuDcommittee, is * * * respectfully submitted in one word * * ♦ 
NO. During a review of several of the FCc's own documents AHORA recalls phrases 
such as *** * * the Commission would not be inclined to compel divestiture * * ♦• 

While AHORA recognizes the need to protect broadcasters from frivolous le^ ac- 
tions and challenfpes to their licenses, we also are aware of perceptions vdthm the 
minority commumties that irresponsible broadcasters are allowed to go unpunished 
for years, while lengthv proceedings take place. AHORA urges that Commissioners oe 

be req[uested to re-evaluate complaint procedures to ensure that reviews are proc- ac 

eased m a timely manner. 

AHORA also appreciates the considerable financial investments at risk. However, 
broadcasters who are judged guilty of violating FCC rules and policies should pay 
the price. Otherwise, how can the Commission, mdustry £md the community at large i& 

be assured there will be suflicient motivation to comply with FCC policy? C; 

One area that needs special attention is Public Radio. AHORA has growing con- 
cerns that various public radio stations are exceeding the guidelines established for a 
accepting donations and program underwriting. While AHORA wishes to oonmiu- T< 
nicate its wholehearted support for public radio, we take the position that public ^ 
broadcasting (whether radio or television) cannot and should not be allowed to com- 
pete with commercial broadcasters. Public broadcasters ei\joy many financial bene- 
fits which we commercial broadcasters cannot access. Amonff them are the generous 
contributions by commercial broadcasters of eouipment ana technical training and ^ 
expertise. However, though economic times afiect us all, and public broadcasters ^ 
should also meet their commitments to the Commission and the industry as a f 
whole. 5i 

ENFORCEMENT OF COMMISSION RULES AND POLICIES AS SPECIFICALLY RELATED TO 
SPANISH LANGUAGE BROADCASTING/INTERNATIONAL RELATIONS 

At the outset of these comments, AHORA noted the unique struggle Hispanic 
American broadcasters face in achieving adequate competitive status within the in- 
dustry, as well as with the business community, £md advertisers, including federal, j^ 
state and local governments. I 

Our particular situation is reinforced by the constant need to raise the level of 
consciousness concerning the needs/concerns of the Spanish-speaking community, 
and Spanish language broadcasters specifically. 

AHURA is aware of the Commissioners' continuing efforts to provide equal oppor- 
tunities for small, minoritv and women broadcasters, including the establishment o( ^^ 
the FCC Public AiTairs Ofiioe with its Minority Enterprise and Consumer Assistance ^ 
and Small Business Divisions. 

In the spirit of providing assistance to minority broadcasters, AHORA requests 
the Honorable Members of the Senate, as well as the FCC through the above-noted 
offices, to assist minority broadcasters in obtaining their fair share of advertising 
promotion/public relations budgets expended by tne various Federal government 
agencies and departments, including: U.S. Post Office, Branches of the Armed 
Forces, Small Business Administration, H.U.D., RTC, etc. Additionally, we seek as- 
sistance in obtaining appropriate enforcement of Federal government regulations 
which require that all government contractors and subcontractors apply EEC ex- 
penditure requirements to their advertising, marketing and promotional budgets 
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that are api)lied to their product, supplier and manufacturing functions. This is not 
currently being done. 

In li£^t of the progress made in relation to the United States/Mexico Free Trade 
Agreement, as well as recent agreements signed between the United States and 
Mexico adoressing satellite communications, AHORA wishes to caution the Senate 
to provide increased protections for Spanish language broadcasters in the United 
States, and additional support for the FCC, regarding any agreement with our good 
nei^bors to the south, especially since Spanish language broadcasters in the United 
States are seriously impacted by any chcmge in Mexican communications which are 
transmitted north of the border. In view of recent developments during the Dallas 
Round of NAFTA telecommunications negotiations on February 19-21, 1992, 
AHORA hereby requests a review by this Subcommittee of any and all agreements/ 
treaties with Mexico and other Sp£mish language countries, to evaluate any specific 
and indirect impact on Spanish language broadcasting throughout the United 
States. 

During the above-noted NAFTA telecommunications negotiations, Mexico pro- 
posed the following: 

• In 1995 (three years from the effective date of NAFTA), Mexico will allow for- 
eign investment in cable television up to 20 percent of the voting stock. Mexico also 
made vague references to possibly permitting up to 49 percent foreign investment 
in cable television soon after that point. 

• In 1997, Mexico will allow foreign investment up to 20 percent of the voting 
stock in broadcasting stations. 

In exchaiu?e for this liberalization, Mexico has requested that: 

• The UJS. immediately allow up to 49 percent Mexican investment in broadcast- 
ing station licensees; and 

• The U.S. and Ccmada allow the use of Mexican satellites ''or other means" to 
export or "reimport" programming produced in Mexico for cable television systems 
and broadcasting stations (presumably located in the U.S. or Canada). 

Mexico currently prohibits any foreign investment in broadcasting and cable. The 
negotiations on these issues will resume in Washington D.C. on March 4, 1992. 

AHORA is most concerned with the imbalance of Mexico's proposal. However, it 
is our position that a mutually beneficial agreement between the United States, 
Canada and Mexico is most desirable. 

AHORA wishes to brixig the following points to the attention of this Committee, 
and in turn, the Office oflntemational Communications of the FCC, as well as the 
Telecommunication Services Trade Policy OHice of the United States Trade Rep- 
resentative. 

• The FCC is currently struggling to urge Mexico to adequately enforce existing 
regulations under previous treaties, with virtually little success. AHORA has also 
brou^t the matter to the attention of the Mexican NAFTA delegation. A commit- 
ment was made by Mexican oflidals to correct the matter, but the violations oersist. 
A specific case in point involves radio station XEK-AM in Baja California, Mexico 
(see attached correspondence). XEK-AM is currently interfering with radio station 
signals as far north as Los Angeles and Lompoc. 

• A major part of the problem is Mexico's method of allocating broadcast licenses, 
coupled with a need to monitor £md enforce respect for, £md observ£mce/compliance 
with, both Mexico's internal regulations and the existing treaties between Mexico 
and other countries, particularly the United States. 

• Additionally, there are virtually no protections for equal access or freedom of 
speech, for either competing broadcast applic£mts or the public at large, at this time 
in Mexico which remotely resemble the protections currently enjoyed by residents 
of the United States. 

• If the liberalizations whidi Mexico is proposing are approved without the prior 
requirement that Mexico implement allocation, access and enforcement regulations 
equivalent to those currently existent in the United States, the result will l^ serious 
operating and financial threats to many broadcasting and cable operators in this 
countiy, regardless of whether they broadcast in English or Spanish. 

• Current U.S. policy allows 20 percent foreign investment in the broadcast li- 
censee, with an additional 5 percent foreign investment in the parent corporation 
on the premise that parent corporations will not directly affect station program- 
ming. Such may be the case in the United States, however, this is not the case in 
foreign countries, including Mexko. 

• Any foreign investment in United States broadcast and cable properties should 
be carenilly protected beyond the 20 percent level, including parent companies. Ad- 
ditionally, no foreign investment should be allowed in U.S. broadcast and cable 
properties without a strict equal and immediate reciprocation by the foreign country 
m question, regardless of the language to be broadcast. 
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• Prior to the implementation of any accesa^nvestment provisions of the NAFTA 
ne^tiations, the Federal Conmiunications Commission should review current reg/i- 
lations regarding cable and low power television stations. LPTV particularly merits 
immediate attei^ion, in that broadcasters from Mexico already have significant pen- 
etration throughout the U.S. with LPTV affiliates, which are largely unregulated, 
and do not require adherence to community/ public service and local news protec- 
tions for residents of the city of license, sucn as are required of other broadcasters. 

Again, AHORA wholeheartedly suj^ports the concept of developing a mutually 
beneficial International Communications agreement with Mexico, or any other 
friendly nation, provided that adequate protections are implemented prior to any 
such new agreements or revisions of existing treaties, which will ensure stringent 
protections of the airwaves throughout the United States. 

AHORA is especially concerned that the United States Negotiating Team on the 
Free Trade Agreement with Mexico should include adequate rei)resentation of His- 
panic Americfms from private industry, with expertise in the various areas to be ne- 
gotiated. 

Of specific interest to AHORA is the Teleconmiunications Committee. AHORA re- 
auests assistance of the Communications Subcommittee, as appropriate, in its ef- 
forts to actively participate in any and all phases of negotiations of^the U.S.^exioo 
Free Trade Agreement as related to the broadcasting and telecommunications is- 
sues. 

RE-EVALUATION OF THE EMERGENCY BROADCAST SYSTEM 

For some time, members of AHORA have advocated the establishment of a na- 
tional CO-EBS system. Federal and State Emergency Broadcast Systems are cur- 
rently set up to only serve the English-speaking population, with one ofHciid des- 
ignated EBS station in each broadcast market. 

In the event of a disaster/emergency, non-English-speakinff persons would be de- 
prived of vital information. Panic could result, ooth for English-speakers and non- 
English speakers, as one station struggled to communicate in more than one lan- 
guage. The current number of Spanish-language radio stations throu^out the Unit- 
ed States will allow for a workable Spanish language CO-EBS system to be estal)- 
lished. Other Ifuiguages should be considered as well in regions where appropriate. 

A budget appropriation would have to be allocated in order to provide tnose Span- 
ish language racuo stations with emergency/back-up broadcast equipment wnere 
necessary, as it was provided for the English-language EBS stations. However, in 
view of the recent move to close several military oases, most of the needed equip- 
ment could probably be requisitioned from existing supplies which are not being uti- 
lized. 

AHORA's recommendation has received initial favorable response from various 
sources, including English language broadcasters £uid the Executive Branch of Gov- 
ernment. It is our hope that the Communications Subcommittee will also look favor- 
ably upon this much needed service. 

IN CLOSING 

The members of the American Hispanic Owned Radio Association wish to express 
our appreciation to the Communications Subcommittee for consideration of our com- 
ments as noted above. Should the Committee desire additional data or testimony 
regarding our position on any specific comment, we shall be pleased to provide it 
at your convenience. AHORA members will also be pleased to serve as a resource 
for the Communications Subcommittee, as well as the Commerce, Science, and 
Tr£uisportation Committee, in its continuing eflbrts to carry out its mission in rela- 
tion to the varied elements within our industry, during this era of intense techno- 
logical and global expansion. 

Senator Bryan. Mr. Suarez, thank you very much for vour testi- 
mony. Let me assure you and each and every member of the panel 
that your full statement will be made a part of the record, and I 
appreciate the fact that you tailored it to comply with our time lim- 
its. And also I assure you the chairman of the subcommittee will 
want to leave open this proceeding for the purpose of having other 
members of the subcommittee have the opportunity to submit ques- 
tions for the record. Some could not be here todav, as you know. 
So, we appreciate your testimony. Mr. Tannenwald, we will hear 
from you now. 



Digitized by 



Googk 



53 

STATEMENT OF PETER TANNENWALD, ARENT, FOX, KINTNER, 
PLOTKIN & KAHN, WASfflNGTON, D.C. 

Mr. Tannenwald. Thank you Senator Bryan, Senator Pressler, 
for the opportunity to be here. I am a partner in the Arent, Fox 
law firm. I am in my 25th year of communications practice, and I 
have seen regulations that can strangle anybody and I have seen 
televisions called toasters with pictures. So we have seen both ex- 
tremes. I own part of an AM-FM radio station combination in a 
small town. Unfortunately, we are in the half that is losing money. 

I may be an idealist, but I have deeply believed that broadcasting 
has an enormously important role in a free society. Modem com- 
munication broke the back of totalitarianism in Eastern Europe, 
and we hope it will do so elsewhere in the world. If the Nation's 
broadcasters forget their power or their responsibility, or if Con- 
gress or the Commission allow them to do so, we should all be 
ashamed of ourselves. 

Freedom requires both information flow and a multiplicity of 
voices. If too few people control our broadcast channels, that is not 
much better than having the Government control them, which is 
why we have multiple ownership and duopoly rules and why they 
are a good idea. 

But just because these rules are based upon good ideas does not 
mean they should not change to reflect changing times. When there 
were only three stations in town, it was important that they be 
independently owned. But if there are 50 stations in a market, and 
when the number of stations per unit of population increases dra- 
matically, we may be denying the most conscientious broadcasters 
the critical economic mass they need to survive if we relegate them 
to only 2 percent of the market when they need 5 or 10 times that. 

I am not advocating letting anybody control one-third or one-half 
or a majority of a market. And I am not advocating sacrificing the 
little broadcaster. However, I really think that in many markets 
they are too fractionated, and something needs to be done about it. 

llie FCC allocated a lot of radio stations in the 1980's, and a lot 
of markets have suflered as a result. Maybe 12 AM and 12 FM sta- 
tions were a good limit when there were only 5,000 stations in the 
country. But when there are 10,000 or 15,000, it is time to take an- 
other look. 

The question is not whether there should be a change, but how 
much of a change. We do not know what will happen when we in- 
crease the limits. We have heard a lot of statements here today 
about how there will be disaster for small broadcasters and minor- 
ity broadcasters. And I do not see how we can really predict what 
happens, but there are two things that we should try to avoid. We 
do not want any one entity to have too much power over the media, 
and we want broadcasters to select new stations carefully with re- 
alistic economic plans that call for operating them and not trading 
them like orange juice futures. 

We do not want to repeat the sad experience of the 1980's with 
too much leverage, where fortimes were made and lost but the 
banks and other lenders took such a beating that they abandoned 
the broadcast industry and dried up the supply of capital. And a 
supply of capital is the key to all of this for minority broadcasters 
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and everyone else. You can make any rule you want — ^if the banks 
will not lend, nobody is eoing to be able to buy. 

So, I think that we should keep an eye on what happens when 
the limits are relaxed. I am not suggesting that any Government 
official should ever tell a private broadcaster what stations to buy 
or how to run them. But if we do not overdo the regulation in the 
first instance, we will at least get a chanee to take a look and see 
who does what if we change the rules, and fi^re out if we are bet- 
ter or worse off before we lose control of the situation. 

Unless you are tiying to promote megamergers, which I do not 
think anybody has been advocating here today, 15 or 20 stations 
in each service should be more than enough to start. And maybe 
two stations in a market would be enough — ^two FM's, maybe three 
AMs in the largest markets. If that is not enough, you can have 
more later. 

A lot of people think this is the only chance. Change the rule now 
or you will never be able to look at it again. And it is not true— 
the rule has been changed before and it can be changed again. 

And I would stay away from ownership limits based on audience 
size because that changes too often and is measured too inexactly 
to be used as a legal standard. 

LMA's are a little different, because like it or not, in real life 
they usually involve substantial abandonment of supervision and 
control by the licensee of a station. I am not talking about time 
brokerage of an hour or two that has historically been a usefiil tool 
for minorities to have access to the airwaves, and for religious 
broadcasters to have access. I am talking about what is going on 
today where all of a station's time is leased out. 

If you lease property, the whole point is that the lessee instead 
of the owner gets to use it. And that is what an LMA is no matter 
what anybody calls it. It is a lease. But with LMA's the lessee is 
not on record with the FCC, and we do not know who he is. And 
that is the problem. But if you do not allow something like an 
LiMA, then what you are doine is forcing broadcasters who have 
fallen on very hard times to sell their stations at the bottom of the 
market. And I do not think the public interest requires that. 

If there is someone else who can run the station better, let us 
give them a shot and let the stationowner hang on until the market 
improves. If the licensee cannot make it, he will ultimately sell out 
anyway. But maybe he can do it without going into bankruptQr. 

The problem with LMA's is not that someone else is running the 
station, but that we do not recognize it for what it is. Someone else 
is running the station. So, let us recognize it and count it as a 
broadcast interest, report it to the FCC, pass on it in an application 
if you want to or do not if you do not want to. But let us know 
what it is. We could get rid of the rule against reversions and let 
a station be leased out and simply come back to the original owner 
at the end of the term. 

Some people have suggested that LMA's should be limited to 50 
percent of a broadcast station's hours. I do not agree with that, be- 
cause that will make both the licensee and the LMA operator fail. 
You cannot run a station 50 percent of the time, so that is not a 
good solution. 
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Some proponents sav that an LMA is no different from plugging 
into a satellite network where all you have is an operator who sits 
at a control board and eats sandwiches all day. But that is not 
quite true, because when an LMA operator comes in, the station li- 
censee frequently leaves town and someone else is the local pres- 
ence. That is something you ought to take account of and regulate 
it for what it is. 

Let us not bury our heads in the sand and ignore LMA's or en- 
courage charades by broadcasters. Do not make a broadcaster claim 
he is in full control when he is not. That is not necessary in the 
name of a free marketplace. Have realistic regulations that recog- 
nize what is going on. Since my time is up, thank you very much, 
Senator. 

[The prepared statement of Mr. Tannenwald follows:] 

Prepared Statement of Peter Tannenwald 

Thank you. Mr. Chairman, and members of the Committee, for the opportunity 
to be here today. Fm a partner in the law firm of Arent Fox Kintner Plotkm & Kahn 
and am in my 25th year of communications law practice with that firm. Fve seen 
detailed and burdensome regulation and Tve seen TVs called toasters with pictures. 
I also own part of an AM-FM radio combination a small town, so I know a little 
something about the real problems broadcasters face today. 

Maybe Tm an idealist, out since I first went on TV as a fourth-|n*ade schoolboy, 
Fve cuways deeply believed that broadcasting has an enormously miportant influ- 
ence and a critical role in a free society. Moaem communication broke the back of 
totalitarianism in Eastern Europe, and we hope it will do so elsewhere. We've 
learned that tyranny cannot prevail where responsible information flows freely. 
That's why we have the Voice of America. If this nation's broadcasters foivet their 
power or the responsibility that goes with it, or if Congress or the FCC let them 
lorget, shame on us all for failing to take the best care of our nation's precious free- 
dom. 

Freedom requires both information flow and a multiplicity of voices. If too few 
people control our broadcast channels, it's only slightly better than having the gov- 
ernment control them. There is a good reason for our multiple owner^p and duop- 
oly broadcast rules. 

But just because the present rules were based on good ideas doesnt mean that 
they shouldn't change to reflect changing times. When there were only three sta- 
tions in town, they needed to be independently owned. But if there are 50 stations 
in a market — and more to the point, when the number of stations per unit of popu- 
lation increases dramatically — we may be denying conscientious oroadcasters the 
critical economic mass they need to survive if we relegate them to only 2 percent 
of the market when they need five or 10 times that. There really is a glut of stations 
in many markets today, partlv because of the FCC's ''more is always better" philoso- 
phy of the '80's. Leaving aside the wisdom of that philosophy, it's certainly appro- 
priate to consider changing the rules to respond to a changed world. 

It's also time to rethink the multiple ownership limits. Maybe 12 AM and 12 FM 
stations were good limits when there were only 5,000 in the country. But what 
about when there are 10 or 15 thousand? The question is not whether there should 
be a change but how far to go. We don't really know what will happen if we up 
the limits, except that some people will buy some more stations. In other words, we 
dont know very much. But there are two things that we should surely try to avoid. 
We dont want any one entity to have too much power to control wnat the public 
hears. And we want broadcasters to select new stations carefully and acquire them 
with realistic economic plans that call for running them, not trading them like com- 
modities. We don't want to repeat the sad experience of excess leverage of the '80's, 
where fortunes were quickly made and lost on the roller coaster, but banks and 
other lenders took suoi a beating that they abandoned the broadcast industry and 
dried up the supply of capital. 

So we ou^ht to keep an eye on what happens when the limits are relaxed. Fm 
not suggestmg that any government oflicial should ever tell a private broadcaster 
what stations to buy or now to run them; but if we don't give an overdose of de- 
regulation all at once, we'll at least get a chance to see what happens and figure 
out if we're better or worse ofT before losing control of the situation. Unless you are 
trying to promote mega-mei^gers, fifteen or 20 stations in each service should be 
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more than enough to start. Two stations in each market would be a good starts 
maybe three AM's in large markets. If what vou start out with isnt enou^, you 
can allow more later. It doesn't have to be afi or nothing, now or never. I would 
stay away from limits based on audience size, because audience size changes too 
often and is measured too inexactly to be used as a legal standard. 

LMA's are a horse of a different color, because like it or not, in real life they usu- 
ally involve substantial abandonment of supervision and control by the licensee of 
a station. If you lease out any propertv, the whole point is that tne lessee rather 
than the owner gets to use it; and that s what an LMA really is — a lease. But with 
LMA's, the lessee isn't on record with the FCC, so we don't know who he is. That's 
not so good. 

But u you don't allow something like LMA's, then you're essentially forcing broad- 
casters who have fallen on hard times to sell their stations when the market price 
is at its lowest. I don't think the public interest requires that. If there's someone 
else who can be more eflicient or please the audience better, why not let a station 
owner give that person a shot until the market improves? If the licensee cant make 
it, hell ultimately sell out anyway, but maybe when the price is better instead of 
under the threat of bankruptcy. 

The real problem with LMA's is not that someone else is running the station but 
rather that we don't recognize it for what it is — someone else is running the station. 
If the maiket demands it, let's allow it, recognize it, and count it as a broadcast 
interest, half an interest, or whatever you like. ''Leasing" a station, which I know 
is dirty regulatory word, should be reported to the FCC and considered as a broad- 
cast interest of the lessee. Maybe the FCC should approve the lessee's qualifications, 
or maybe you don't want to establish another application i)rocess; but that doesn't 
mean ^ou can't acknowledge and count what the lessee is doing. 

I think that if you got rid of the rule against reversions, the value of which Fve 
never really understood anyway, you could let a station be leased out for a period 
of time and then come back automatically to the original owner. Let the FCC decide 
whether or not to have applications for approval at eadi stage. 

Some people have suggested that LMA s should be limited to maybe 50 percent 
of a station's broadcast hours. That doesn't make sense, because it destroys the abfl- 
ity of both the licensee and the LMA operator to compete with the kind of consistent 
programming service it takes to build and hold an audience. Youll make the LMA 
operator fail, and the licensee won't have enough resources left to make it either. 

Some proponents of LMA's argue that they're no different in terms of licensee con- 
trol than plugging a station into a satellite network: if one is allowed, so should the 
other. There's at least one difference, £md that is who constitutes the station's local 
presence in the community. With a network, the entity present in the local commu- 
nity is still the licensee. That's often not so with LMA s, where the LMA operator 
becomes the station's main, or onlv, presence in town. Sure, some stations that are 
plugged into satellites have no real local presence either: they have just a minimum- 
wage operator munching sandwiches «at the control board. But the issue of overall 
local presence and accountability in an era of automated technology is a separate; 
question that we don't have to resolve here. My point is that if strangers are goinff 
to take over and be the ones the public finds when they look for a station, we shoula 
treat them as real people and hold them accountable for what they do. 

Let's not burv our heads in the sand and ignore LMA's or encourage charades by 
broadcasters. Don't make a broadcaster claim he's in full control wnen he isn't. I 
don't think the Commission wants to plav games, and it isn't necessary in the name 
of freedom of speedi or a free marketplace. You can let the free market function 
with innovative economic arrangements; but look at them, figure out what they are, 
and then deal with reality. Regulation doesn't have to be burdensome— only realis- 
tic. 

Finally, on AM stereo, I know the process of selecting technical standards is ver^ 
difficult for the FCC, so they tried not to do it for AM stereo. It didn't work, so letis 
tiy something else. I'm not sure the AM industry w£mts to invest capital in anything 
rid^t now, but it wouldn't hurt to pick a standard and see if anyone does anything 
duTerent. Personally, if I were at the FCC, I would do my best to pick the best sys- 
tem; and if the losers took me to court, Fd tell the court they could pick their own 
standard if they didnt like mine; and I'd tell the industry that if they can't stop 
suing and start building, the deserve the chaotic consequences. I don't notice anyone 
advocating £m open market without standards for aavanced TV systems, so why 
leave AM radio without a standard? 

Most people agree that there is a need for regulatory adjustments to deal with 
today's marKetplace, but broadcasters must still be held accountable for their stew- 
ard of a most valuable public resource. Thank you for your time. 
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Senator Pressler [presiding]. I might ask, Mr. Siiarez and Mr. 
Sutton, some argue that broadcasters should give up on new AM 
stereo with new technology on the horizon. ^Vhat is your reaction 
to that? 

Mr. Sutton. Well, Mr. Chairman, Senator Pressler, I came to 
this broadcast business 30 years ago, and when I came here we 
started with an AM da3rtime radio station in the heart of Harlem, 
and we subsequently grew as a group owner. We, in fact, had the 
first FM, successful FM station in Ajnerica. We have seen indus- 
tries chanee, and when I came in here, there were rules. 

We would have to ascertain what the communities needed every 
3 years and then develop public affairs programming to address 
those needs. Those rules no longer exist, and we find ourselves fac- 
ing another rerun of the 1980's, where there is a Pac-Man mental- 
ity, where we run willy-nilly trying to buy more radio stations. If 
there is a problem witn FM radio stations, it is not stereo or the 
lack of stereo. It is because AM is intrinsically disadvantaged to 
FM. 

There are, since the basic fodder for radio's cannon is music, and 
music is better heard on FM because of the wider tone range, be- 
cause of the stereo impact, and because of the fact that there is no 
static. Static is not a matter of a station being next door to you, 
but because static is intrinsic to AM. 

It is true that there are too many AM stations packed together 
and that creates additional static, but that is not the cause. Nor 
is stereo really the solution. I submit, if there is going to be an 
LMA, or if there is going to be duopoly relaxation, that it should 
be among 80 to 90 docket radio stations, and AM stations. 

If you permit FM stations, particularly more powerful FM sta- 
tions, to loin forces, or to become one entity, then you will truly en- 
danger the diversity of the marketplace. And to suggest that the 
regulation be based upon the share of the marketplaces served, be- 
cause that share of tne marketplace could turn, could change im- 
mediately. 

All you have to do is have enou£4i money to buy the market 
share. If you have the money, and toaay you have one radio station 
and then you have the money to enter into an LMA and to promote 
the effectiveness of the LMA, then you can create a larger market 
for your particular LMA, to the hurt of the smaller and to the other 
broadcasters. Have I answered your question, sir? 

Senator Pressler. Thank you. 

Mr. SUAREZ. Well, Mr. Chairman, if I understood you correctly, 
you want to know the impact of the AM stereo changes. Like I 
mentioned before, for Hispanic broadcasters, AM is a very impor- 
tant issue and it is, of course, debatable whether the equipment is 
there or not, and what systems. Motorola, in this case, but we for 
sure are in favor of it, because we believe that anything that would 
enhance the quality of the AM band would be in our benefit. 

Senator Pressler. Thank you all for your testimony. There will 
be additional questions for you for the record from other Senators. 

I can assure you, your statements will be closely examined by the 
subcommittee. Now we would like to hear from the next panel. Mr. 
Richard Novik, Mr. Richard Ferguson, Mr. Jerry Misner, and Mr. 
Thomas Buono, and we will be operating under a time rule, and 
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we look forward to hearing your statements. Mr. Novik, why do you 
not begin. 

STATEMENT OF RICHARD D. NOVK, PRESIDENT, WKIP-AM/ 
WRNQ-FM, POUGHKEEPSIE, NY 

Mr. Novnc. Thank you, Mr. Chairman. I am pleased that the 
subcommittee is holding this hearing on issues of great importance 
to the radio industry. Radio has undergone some fundamental 
chanees in recent years, and as a result, we believe that structural 
relief is needed to help maintain a viable, locally based radio sys- 
tem for all Americans. 

As you know, the FCC tomorrow is scheduled to consider some 
proposed modifications to its national and local radio ownership 
rules. While we do not know specifically what the FCC will rec- 
ommend, I can make some general comments about radio that 
make it clear that such modifications are needed and are in the 
public interest. 

Mr. Chairman, there may have been a time when the national 
12-12-12 limits on how many AM and FM stations one company 
or individual could own may have been justified. But in the 
hypercompetitive media world we live in today, we believe that to- 
day's limitations are inappropriate. In fact, we believe that easing 
these rules will afford better economies of scale to radio operators, 
which will strengthen the ability of their stations to compete with 
other media and to serve their communities. 

Today, more than 11,000 radio stations blanket the Nation. Some 
would argue there are more stations than there are advertising dol- 
lars to support them. The statistics that show one-half of all radio 
stations losing money last year ought to tell us something about 
the state of radio in 1992. Let me emphasize, however, tnat the 
stresses felt within the radio industry are not solely a function of 
the current economy. 

These structural and competitive forces must be addressed by the 
FCC, even though we know that the economy will improve over 
time. By allowing stations in different markets to merge forces, we 
will see stronger financial stability which, in turn, can only lead to 
an increased ability to serve the public interest. 

On the question of duopoly or ownership of overlapping stations 
in the same market area, we believe that the case can be made 
that AM-AM, or FM-FM combinations should be permitted, just as 
AM-FM combinations are allowed today. Again, we believe it ap- 
propriate for the commission to reexamine its local ownership rules 
with an eye toward making sure that local stations not only are di- 
verse, but also are economically viable. 

Studies conducted by NAB, oy respected industry analysis show 
that significant operating benefits could be achieved through such 
arrangements. Ai^ain, strong, well-run stations are better able to 
serve the public interest. As tor local marketing agreements known 
as LMA's, we believe here again, the commission should recognize 
that these contractual agreements are a logical response in a radio 
marketplace under severe stress. 

We see just joint ventures as useful tools which can allow strug- 
gling stations to stay on the air, while preserving diversity of pro- 
gramming in local markets, which all of^us desire. The cost-cutting 
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savings from such arrangements can mean more competitive sta- 
tions as well as better local public service. We hope the FCC will 
offer stations better guidance about how LMA's should be crafted 
in order that the public interest is served, and that participating 
stations do not inadvertently lose their renewal expectancies. 

NAB has also asked the Commission to conduct a thorough re- 
view of the FM band, just as it conducted an earlier review of the 
AM band and took steps to strengthen it. During such a review, we 
believe it may be appr^riate for the FCC to consider suspending 
the processing of new F^ applications in order to make sure that 
those applications are handled under the guidance of the final re- 
sults of^such an FM review. Making an FM policy that is coherent 
and logical should take priority over authorizing additional stations 
to an industry in crisis. 

Finally, in the event that the FCC does restrict the issuance of 
new FM facilities, let me say that NAB fully supports FCC efforts, 
and NABOB efforts to adopt new incentives aimed at encouraging 
minority ownership of FM radio stations either through transfers, 
or new allocations. In this regard, let me note that it was the NAB 
which first proposed the FCC's tax certificate and distressed sales 
policies. We have asked the Commission to expand these policies 
within the framework of this review of its FM licensing scheme, so 
that the goal of increased minority ownership of broadcast prop- 
erties can De achieved. 

In short, Mr. Chairman, we believe the FCC's pending review of 
radio ownership rules is long overdue. We await its results with 
great interest. At the same time, we share the subcommittee's con- 
cern about maintaining diversity and preventing major media con- 
centration. Yet we are equalljr concerned that without structural 
relief for radio, many radio voices ultimately will be weakened or 
stilled entirely. That unfortimate outcome will mean less diversity, 
not more. 

A^ain, thank you for your subcommittee's interests in these criti- 
cal issues facing the radio industry. I would be happy to answer 
any questions you may have. 

PThe prepared statement of Mr. Novik follows:] 

Prepared Statement of Richard D. Novik 

Thank you, Mr. Chairman, for the opportunity to appear with you here today. I 
am Dick Novik, President of WKIPAVRNQ Radio in Pou^eepsie, New York, and 
Radio Board Chairman of the National Association of Broadcasters (NAB). NAB rep- 
resents nearly 5,000 radio station owners and operators, as well as the nation's tele- 
vision industiy, including all major networks. 

We at NAB welcome me opportunity to appear today and discuss radio ownership 
issues with this subconunittee. As you will see in my testimony, our radio industiy 
is facing the tou^est challenges it has ever faced. Thesfe challenges are not simply 
the current recession, but also include major competitive and technological chal- 
lenges which confront radio broadcasters in the 1990's. Even when the economy im- 
proves, these competitive and technological challenges still must be addressed. How 
the FCC responds to these challenges will go a long way toward deciding whether 
or not we can survive as a viable industry into the 21st Century. 

In recent years, the FCC and the broadcasting industry have recognized that 
eliminating particular regulatory burdens on the industry will enable radio to sur- 
vive and continue to provide public service in a media-saturated market. The FCC 
has oroposed to modi^ its national ownership, duopoly and joint venture rules to 
enable broadcast radio in general, and AM radio in particular, to have the potential 
to prosper in the environment of considerable competitive challenges. NAB supports 
the thrust of the FCC's policy proposals. 
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For some time, NAB has advocated Commission actions designed to improve the 
competitiveness of radio broadcasting. For example, NAB has advocated use of the 
expanded AM band to advance AM radio by relieving existing congestion and inter- 
ference. Other past examples include our support for AM da^imers, Class m 
fulltimers and other AM stations increasing their facilities and, thereby, enhancing 
a station's abilities to serve its local community. On the FM band, NAJB supported 
the Commission's decision to upgrade Class A stations' transmission power. NAB 
has ui^d the Commission to continue its efforts to increase the competitiveness of 
full-service radio stations. 

Now, the Commission is preparing to take action tomorrow on a number of issues 
relating to radio ownership rules. As we look at those proposed changes, let us re- 
view NAB's position on them and where we see the needs of our industiy. 

NATIONAL LIMITATIONS ON GROUP OWNERSHIP DO NOT ENHANCE THE PUBUC INTEREST 

The Commission's national ownership regulations currently limit to 12 AM and 
12 FM stations the number of radio properties in which a party may have an attrib- 
utable interest. These restrictions once may have served an important role in pro- 
moting industry competition and diversity of programming available to the public. 
Today, however, in light of the dramatic expansion in sources of news and imbrma- 
tion, and the need to preserve radio as a viable competitor in a changing market- 
place, the national ownership limitations are unwarranted. They serve only to de- 
prive the public of the many benefits of group ownership resulting from economies 
of scale and increased stability in station operations. Since the national ownership 
rules no longer promote any public interest goal and actually hamper the radio in- 
dustry's ability to serve the public, NAB has supported their elimination. 

The national radio ownership limitations were instituted to promote maximum 
competition among broadcasters and the greatest possible diversity of program 
sources and viewpoints. Since their adoption, there has been a tremendous increase 
in the number or local radio stations serving the public. In addition, technological 
innovation has vastly expanded the supply of information available to the public. 
The communications mancetplace has been transformed by the maturation of tele- 
vision as well as the explosive growth of cable and satellite services. 

In 1987, NAB performed a comprehensive survey of media outlets available to the 
public. The survey revealed an amazing avalanche of access of diverse media out- 
lets. For example, the average market had access to 36 cable channels, 10 over-the- 
air television signals, 20.4 AM and 19.5 FM radio signals, 15.9 newspapers, 11.8 
magazines with subscription rates of at least five percent, and a VCR penetration 
rate of 48.7 percent.^ Since that survey, the number of alternative information 
sources has continued to grow, furnishing unsurpassed diversity of programming. In 
addition, the existence and growth of rival media further guarantee competitive 
local and national radio advertising maikets. 

Given these developments, it is not surprising that studies have revealed a nota- 
ble absence of economic concentration in the radio industiy. The Herfindahl- 
Hirschman Index (HHI), used by the Justice Department to assess concentration 
levels in other industries, reveals substantial dispersion when used to evaluate the 
concentration of audience shares for radio stations.^ With alternative media continu- 
ing to expand, the possibility of dramatic increases in radio's economic concentra- 
tion, in a given market or nationwide, is remote. Furthermore, current antitrust reg- 
ulation provides ample protection against unacceptable growth. Thus, current limi- 
tations on group ownersnip of stations nationwide are simply unwarranted. 

The average person's perception of diversity of voices is limited to his or her own 
community. To residents of Washington, D.C., the number of diverse sources of in- 
formation available in Chicago is irrelevant. Indeed, to the majority of Americans, 
the aggregate number of voices serving the nation as a whole is of little concern. 
As a thorough survey on this issue concluded: 

Since viewers' choices depend on the alternatives facing them in the local 
market, they will be unaffected by what occurs in other maikets. Ownership of 
other media properties in different maikets by a station owner will yield no ad- 
ditional market power in the local maiket, and will have no effect on the diver- 
sity of programming available in the local maiket or on speakers' access to the 



^Vestal, P., ''An Analysis of Media Outlets by Markets,** submitted as Appendix B to NAB*b 
Commente in FCC Mass Media Docket No. 87-7 filed June 15,1987, at 1. 

'Fratrik, M., "An Updated Examination of Market Concentration in Radio Maikets," submit- 
ted as Appendix E to NAB's comments in FCC Mass Media Docket 87-7, filed June 15, 1967. 
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local market. Thus, as long as local markets remain competitive, the Commis- 
sion need have no concern about multiple ownership on a national level.^ 

The Interests asserted by the Commission to justify imposing ownership limits — 
the pixunotion of competition and diversity — are clearly applicable only on a local 
level. Just as it matters not to a listener in one market how many stations in other 
maikets are controlled by the owner of a local station, the advertising market in 
one city is not affected by the fact that the owner of one station may have an inter- 
est in live, ten, or more stations elsewhere in the country. 

In an earlier era^ when there were few radio stations in any given community, 
this may have justified imposing national ownership limits on a nascent industry. 
Today, when there are more than 11,000 radio stations and when no group owns 
even the 24 stations which the Commission's rules now might allow, it is inconceiv- 
able that sudi a level of dominance could ever be achievecL Certainly, the Commis- 
sion, which would have to approve each station transfer, would be m a position to 
ensure that the public interest is protected. 

Since the rational support for ownership limits applies only to considerations 
¥dthin a local market, NAB believes there is no longer any justiiication for national 
ownership limits, and that the Commission could, therefore, repeal those rules. 

While minimal concentration often serves to promote competition, it has always 
been recognized that absolute diversity to ownership runs contrary to the goals of 
maximizing projpram diversity. In 1954, the Commission stated: 

Clearly if the only relevant consideration were implementation of the policy 
of diversification, an absolute limitation of one broadcast station woula best 
serve the public interest. But, of course, that is not the case * * * Our nation- 
wide system of broadcasting as we know it today requires that some multiple 
ownership broadcast stations be permitted,* 

As the number of radio stations has g[rown, the economic base supporting the in- 
dustry has been fragmented by competition from other forms of communication. The 
recently published results from the 1991 NAB/BCFM financial survey of radio sta- 
tions reveal an ailing industiy. Over one-half of full-time AM stations in the country 
lost more than $11,000 in 1990. More than half of the AM daytime stations lost over 
$8^1.» 

The numbers also belie the supposed health of FM stations. More than half of the 
FM stand-alone stations lost more than $15,715 and over half of the AM/FM com- 
binations lost $10,464 or more.® Clearly, a large segment of the industry is in severe 
financial straits. 

The marginal benefit to diversity of an additional owner no longer offsets the neg- 
ative ixnpact the new, rival owner has on the financial viability of other stations. 
As the Commission observes in its Notice: 'Maximizing competition may provide 
voices, but each mi^t maintain such a minute fraction of the audience that it 
would lade an economic base sufficient to effectivelv serve the needs of the public." 
By taking advantage of economies of scale, expanded group ownership can help to 
restore the industry's eroding financial stability, and tnus promote diversity in pro- 
gramming. 

The potential advantages of economies of scale in the radio industiy are numer- 
ous. Group ownership enables stations to consolidate administrative and managerial 
functions. Stations are also able to coordinate advertising sales efforts and engage 
in joint inrogram development and distribution. Perhaps most significantly, the fi- 
nancial benefits from greater access to capital in groups permit troubled stations to 
maintain operations. Group ownership furnishes marginal stations with greater ac- 
cess to capital and enhanced business expertise and efficiencies of operation, thus 
helpingto insure their continued public service. The Commission has acknowledged, 
These economies of scale provide broadcasters with greater financial re- 
sources which can be used to meet the needs and tastes of the public more effec- 
tively. Such benefits ultimately redound to the public by increasing the respon- 
siveness, ^ality and diversity of programming.'' 

Current limitations on group ownership prevent the full realization of these bene- 
fits. 

In 1984, citing the absence of concentration in the radio industry, the Commission 
raised radio ownership limitations to permit a broadcasting group to won 12 AM 
and 12 FM stations. The caps were originally considered to be transitory, canying 



'D. Levy and F. Setzer, 'Measurements of Concentration in Home Video Markets,** (FCC Of- 
fice of Plans and Policy, December 23, 1983), at 55. 

** Report and Older in Docket No. 10822, 43 FCC 2801, 2802(1954) (emphasis added). 

•NAB/BCFM Radio Financial Report, 27, 32(1991). 

•Id. at 43. 66. 

^Notice of Proposed Rulemaking in MM Docket No. 91-140, 6 FCC Red 3275 (1991). 
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a six-year sunset provision. Seven yean later, with the sunset provision rescinded, 
these ownership limitations persist and continue to hamper broadcast radio, given 
the competitive challenges the industry faces today. By eliminating this unnecessary 
regulation on national ownership, the Commission will enable the radio industiy to 
maximize its service to the public. 

DUOPOLY RULES SHOULD BE ALTERED TO MEET A CHANGING MARKETPLACE 

NAB has proposed that the Commission modify its current duopoly rules and 
allow AM-AM, and FM-FM combinations as a starting point in its reevaluation of 
rules to reflect current marketplace conditions. Studies show that freeing both AM 
and FM radio from the duopoly rules is consistent with the Commission's goal of 
'Removing impediments to improved competitiveness" without harming the public 
interest. 

While the goals supporting ownership limitations — ^increasing diversity and pre- 
serving competition— nave no relevance to restrictions on nationwide owner^ip, we 
recognize tiiat limits on station ownership in local markets do rationally flow &om 
these concerns. Therefore, NAB has not advocated that the Commission abandon 
the duopoly rules as we do for national ownership limits. That being said, however, 
it is still appropriate for the Commission to reexamine its local ownership rules to 
ensure that the restrictions in fact serve the public interest and do not unauly ham- 
per efforts to serve the public more efficiently. While a theoretical case can be made 
that an ever-greater number of independent voices best serves the goal of diversity 
of views and opinions, the reality of the radio marketplace is that stronger stations 
under joint control mav provide more real diverse viewpoints than a host of finan- 
ciallv-insecure, nominally-independent stations. 

While maintaining its interest in enhancing the availability of diverse sources of 
information in each local market, the Commission should change the way in whidi 
its duopoly rules work. First, the Commission now permits one owner to operate an 
AM and an FM station in a maiket, apparently concluding that control of two sta- 
tions permits sufficient efficiencies ana has so uttle effect on diversity as to obviate 
the need for more detailed examination. This salutaiy policy, however, should be 
changed so that an owner can control two radio stations in a market regardless of 
which service they operate in. Thus, the rules shouldprovide for AM-FM combina- 
tions as thev do today, as well as AM-AM and FM-FM joint ownership. The FCC 
may conclude that additional combinations are appropriate in all or some markets. 

NAB strongly advocates the Commission's permitting local radio ownership com- 
bos. Such combinations will assist the public by making broadcast stations more eco- 
nomically efflcient and better able to use any ad^tional resources for public service. 

Accorcung to a 1986 stu^y prepared by the Broadcast Investment Analysts ('BIA'O 
for NAB, combined operations, particularly AM-AM, would prove far more efficient 
than stand-alones.® Indeed, the report zealously advocated combining operations to 
benefit from the substantial salai^ savings alone. Given that salaiy savings can 
range between 14 percent and 36 percent^ on average, it is reasonable to believe 
that these savings can be used to meet other flnancial obligations or improve local 
service. 

Capital expenditures also drain the resilience out of potentially robust smaU mar- 
ket stations and savings can be realized with a local station combination. In particu- 
lar, studio equipment amounts to the biggest capital investment that stations must 
make and is the area where most savings can occur from local combinations of sta- 
tions. The BIA study found that, by combining operation, the technical equipment 
cost savings could be as high as 35 percent.^^ 

Again, tne results of detailed stuoies provide the Justiflcation for NAB's assertion. 
According to a study of 32 co-owned or co-controlled radio/television combos in 1987, 
conductea by the broadcast financial services firm of Harrison, Bond & Pecaro, there 
is a need to introduce economies of scale to AM-AM and F^-FM radio combina- 
tions.^^ By analogy, the relevance of the findings in this study to the duopoly issue 
Commission is self-evident. 



* Analysis of the Efficiencies of Joint AM Operations Study, prepared by BIA for NAB and 
submitted as Appendix A to NAB's Comments on the FCC Staff Report on AM Radio Improve- 
ment, filed Aug. 1, 1986. While the studieB were based on AM-FM comparisons, the BIA noted 
that the same economies of scale would be realized in an AM-AM or FM-FM combination. 

•Id. at 4. 

«>Id. 

^^ Harrison, Bond and Pecaro, '^nefits From Joint Ownership of a Radio and Television Sta- 
tion in the Same Market,** (June 1967) CliBP Report*), attached as Appendix C to NAB Com- 
mente in FCC Docket Na 87-7, filed June 15, 1967^. 
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According to the HBP Report, most co-owned stations saved money by locating 
their studio facilities and aoministrative offices in the same building. Despite the 
differences between radio and television, the stations shared some technics facili- 
ties and equipment. The stations also shared personnel, particularly news-gathering 
staff. Some stations benefited economically from sharing studio technicians, on-air 
personalities, and business managers. Occasional, yet often costly, accounting legal 
fees also were divided at some shared facilities. 

The general managers who answered the survey said that of all the benefits they 
reaped from their snared working relationship, the greatest was their ability to 
cross-promote and maintain a common image. Such additional economies of scale 
wiU be possible if the Conunission also allows AM-AM and FM-FM combinations. 

Further, if the Commission were to permit several AM stations which have a par- 
tial signal overlap to combine their operations, the resulting entity could provide 
coverage equivalent to that of powerful FM signals in the same market. In most 
parts of the metropolitan area, there would be no loss of diversitv since only one 
of the combining stations' signals was available in those areas in tne first place. In 
the overlap areas, there would, to be sure, be some reduction in the number of avail- 
able voices. But the replacement of three struggling stations able to provide only 
minimal local service with one strong voice would almost certainly compensate for 
any theoretical loss of diversify. Further, in most large markets, the number of inde- 
pendent radio voices is so large that a small reduction in the number of separately- 
programmed stations cannot be viewed as having any meaningful effect on the 
availability of diverse opinions to the public. Further, the Commission's other public 
interest objective — strengthening competition in the local maiket — ^likely would be 
served by approving such a combination. 

LOCAL MARKETING AGREEMENTS SHOULD NOT BE PROHIBITED 

While we recognize that a period of some uncertaintv mav be created by the ab- 
sence of specific regulations, NAB believes that the health of the radio industry will 
be improved if valuable transactions which will serve the public interest are not 
foreclosed by inflexible regulations. Over time, as the Commission deals with var- 
ious fact situations, station owners vrill be able to perceive rough guidelines which 
the Commission will follow, always allowing for parties to demonstrate that the 
unioue characteristics of their market situation require a different result in a par- 
ticular case. 

NAB believes that the Commission should continue to provide the opportunity for 
radio stations to participate in various forms of joint ventures (often called "OiA's" 
or Local Market Agreements) in order to ensure that they can continue to compete 
in the communications marketplace and provide service to the public. 

Joint ventures m which stations participate take many forms including coopera- 
tive sales arrangements, pooled news gathering, common technical facilities, and 
%izoe brokering'^or other types of joint programming ventures. The public interest 
benefits that can flow from such arrangements are the same as those recognized by 
the Commission which pertain to group ownership, namely: "economies of scale 
* * * [the] ability to consolidate management, bookkeeping, secretarial, sales and 
programming personnel for a number of stations, and to engage in ffroup advertising 
sales and group program development and purchases * * * [and to] foster news 
gathering, editorializing and public affairs programming."^^ Shared tedinical facili- 
ties, in addition to promoting cost efficiencies, also avoidunnecessary intrusions into 
aviation air space. 

As the Commission has observed, the cost savings derived from such joint ven- 
tures "enable stations to spend more money in other areas so as to remain competi- 
tive ♦ ♦ ♦ strengthen the service the public receives ♦ ♦ ♦ [and] can be particulaiiy 
advantageous for struggling stations by permitting them to pool resouroes."^^ 

Conceding the Dubuc interest benefits that may be obtained from joint venture 
agreements, the Commission nevertheless has expressed concern that they mav, in 
certain circumstances, result in reduced competition among stations. Accordingly, it 
has sou^t comment on imposing certain "qualifications" on such ventures, one of 
which is that they be undertaken onlv with a sufficiently limited number of stations 
in sufficiently large and diverse markets, so that price and service competition out- 
side the arrangement remain effective and robust. 

While the intended purpose of this qualification is legitimate, we have urged the 
Commission to exercise great care in how the particulars of such a qualification are 



^Notice, supra note 1, quoting the Conunission's decision lifting the national ownership lim- 
its. Report and Order in Gen. Docket No. 83-1009 FCC 2d 74, 81 (1985). 
^ Id., Paragraph 26. 
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crafted and to what types of joint ventures it will apply> so that small market sta- 
tions are not unfairly oiscrinunated against or unduly limited in their flA>ili^ to re- 
spond to rapidly changing market circumstances. 

In this regard, there ma^ well be situations where joint ventures are warranted 
and would serve the public interest, such areas presumably would be in smaller 
maikets where only a few stations would be available to enter into joint ventures. 
Indeed, a number of joint ventures approved by the Commission in the last year 
have involved stations in maikets sudi as Victoria and Point Lavaca, Texas, 
Harrisonburg and Elkton. Virginia, and West Plains and Willow Springs, Missouri. 

The Commission has observed tnat joint ventures "meiy also assist the survival 
of stations in financial distress, thereby contributing significantly to the seivice re- 
ceived by the public from otherwise silent stations.*^^ Accordingly, the Commission 
should not create an absolute prohibition against small-market joint ventures that 
would, for example, preclude a venture between a dominant, established small-mar- 
ket station and a struggling new station that is about to go daric Nor should ^e 
Commission preclude joint ventures amon^ small market stations that, for example, 
suddenly may be oonlronted by competition from a local cable operator who com- 
mences an audio service offering of 20 or more digital audio music channels. 

In crafting any limitation on joint ventures based on market size or the number 
of stations mat may participate, the Commission should also consider the type of 
joint venture to which such a limitation would apply. For example, there would ap- 
pear to be no public policy justification for limiting, either by market size or number 
of participating stations, a joint venture relating to shared tower facilities that 
would limit potential problems to air traffic. 

In the declaratory rulings conceminff time brokering issued by the Commission 
staff in the past year, the staff repeateoiy warned stations airinff brokered program- 
ming for most of their broadcast day that they run the risk of losing their hoense 
throu^ the denial of a renewal expectancy. NAB has strongly urged the Commis- 
sion to adopt more specific policy guidance in order to provide stations airing laige 
blocks of brokered time with clearer direction, so as to minimize their risk of losing 
their renewal expectancy. 

Finally, in response to the issue of whether either establishing a more permissive 
policy toward joint ventures or relaxing its ownership rules alone would obviate the 
need to do both, NAB submits that the key to assisting the radio industiy to adapt 
quickly to changing market realities and assist the increasing number of nnandaUy 
mai]^nal stations is maximum flexibility. In some situations, economies of scale re- 
sultmg from station consolidation will best serve the stations involved. In ol^rs, 
selective joint ventures providing for pooled resources in limited areas (such as tedi- 
nical facilities) vdll best serve their mterests, while in still others, what mi^t be 
most needed is a massive infusion of programming or other assistance by one sta- 
tion to another until the latter can strengthen its financial situation or rearrange 
its affairs. 

NAB SUPPORTS A THOROUGH FCC REVIEW OF FM UCENSING 

NAB has petitioned the FCC to review its policies and rules underlying the licens- 
ing of new commercial FM stations and, where necessaiy to introduce new FM serv- 
ice, the amendment of the FM Table of Allotments. NAB's request is based on tech- 
nical, policy and economic considerations. NAB's petition points to the current eco- 
nomic condition of the industiy, the tremendous growth in the number of FM sta- 
tions and how ,uch growth and existing allocation policy has resulted in diminished 
FM technical quality for radio listeners. 

Taken as a whole, these factors strongly point to the need for the Commission to 
confront whether existing FM rules ana policies are best suited for optimizing the 
radio service that will be available to this counties radio audience. Just as the 
Commission undertook a comprehensive review of its rules and policies governing 
the introduction ad licensing of AM radio stations, NAB urged tne FCC similarly 
to review its commercial FM station rules id policies. 

Correspondingly, NAB believes the Commission would be remiss if, during the 
pendency of this policy review, it continued to authorize new FM service under poli- 
cies id rules that are in dire need of reassessment and amendment. In this re^urd, 
NAB points to the fact that, during the course of the agency^s review of its AM 
broadcast rules, the Commission suspended its processing of virtually all new AM 
application processing. NAB believes that a similar, indeed more comprehensive, ap- 
proach should be taken during the pendency of the FM policy review. This general 
suspension of all new facility authorization also would be important— to the Cool- 



ie Id., Paragraph 30. 
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mission especially — as the agency explores its options relating to the authorization 
of digital audio broadcasting Taciuties. 

NAB uiged that such a suspension be imposed as quickly as possible and that it 
continue until the time that the Commission has taken final action in the commer- 
cial FM policy proceeding that we recommend be undertaken. In li^t of the vast 
number of FM stations currently serving the United States and the number of FM 
construction permits (CPs) which have been granted but are not yet operating, the 
benefits to be enured from any near-term increase in the number of stations (which 
mifl^t otherwise be realized during the course of the FM allotment and licensing 
poficy review) would certainly be more than outweighed bv the development and im- 
plementation of FCC FM policy more appropriately geared for the rest of this decade 
and beyond. 

However, in view of the multiplicity of stations currently serving the listening au- 
dience, interim improvement of the service provided by already-operating stations 
should not be deferred. That is, during the course of this revested suspension of 
new fadlity authorization and rulemaking review, we believe the Commission 
riiould not cease allotment and licensing ad;ivity associated with improvements in 
existing service. Specifically, NAB uiged the Commission, during the course of the 
FM pou(^ review, to allow existing FM facility licensees to apply for upgraded facili- 
ties that would help meet any additional service need perceived during the course 
of the review. 

NAB SUPPORTS GREATER INCENTIVES FOR MINORITY ENTRY INTO FM BROADCASTING 

As an important part of an entire review of the FCC's FM station allocation pol- 
icy, we believe the time is ri^t for the Commission to adopt new incentives aimed 
at encouraging increases in minority ownershio of FM radio stations. These steps 
would involve proposed transfer of existing facilities as well as a possible introduc- 
tion of new minonty-owned radio outlets. 

As emphasized in the entirety of our FCC pleading, NAB believes that perceived 
FM service needs can be met throu^ the existing mass of operating FM broadcast 
stations. One of these needs, of course, is that of minority-owned operations. Already 
the Commission has a "tax certificate" policy and a "distress sales" policy aimed at 
providing incentives for transfer of existing facilities to minority entrepreneurs. Just 
as NAB nas long supported these policies, we believe that the Uommission could en- 
hance the strength of such policies. Indeed, we urged the Commission to ask for 
public comment on enhancing each policy. 

Althou^ we do not believe that the Commission should limit its request for pub- 
lic comment to this issue, it would seem that one useful way for the tax certificate 
policy to become more valuable would be for the FCC to expand the number of situa- 
tions where an incumbent broadcaster transferring a propertv to a minority buyer 
would be able to reinvest the proceeds from that sale. Currenthr, a broadcaster must 
reinvest, within 18 months, the proceeds fix)m that sale (deferring the gain from 
that sale) in a communications companv holding an FCC license. 

Because the Commission has great latitude in adopting rules and policies to im- 
plement Section 1071 of the UJS. Tax Code, we believe that the Commission should 
consider whether reinvestment in any company that is the holder, or of which a sub- 
sidiaiy is the holder, of one or more FCC licenses should be sufficient to defer rec- 
ogniuon ofgain. Bjr making it easier for sellers of stations to reinvest proceeds from 
sales, the Commission willlurther its goal of increasing diversity of ownership. 

In addition to providing greater incentives for the entry of minorities into FM 
racUo broadcasting throu^ &ansfer of existing facilities, we believe the Commission 
should ask for public comment on whether proposed minority ownership should be 
a factor sufRcient to outweigh concerns over over-populatinsf'^a particular broadcast 
maiket. That is, we ask the Commission to consider whetner minority ownership, 
if jproposed and submitted in conjunction with the ''market data" of a petitioner/ap- 
pbcant, should be sufficient to allow entry of the proposed new radio facility, even 
if there mi^t not be a prima facie case for such entry based on relevant maricet 
economic data. Such a question, among relevant others, should be asked and re- 
solved in the rulemaking proceeding requested by NAB. 

CONCLUSION 

In summary, NAB believes that a thorough review of radio ownership rules by 
the FCC is warranted. We further believe that modification of a number of current 
ownership restrictions, such as the 12-12-12 rule and duopoly will help strengthen 
existing radio stations and preserve local radio service. We also believe that at- 
tempts to limit the ability of stations to enter into LMAs may be counter-productive, 
and that such agreements should be viewed on a case-by-case basis. 
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We also believe that the FCC should look at new ways to ensure minority entiy 
into FM broadcasting, either throu^ modifications of existing inoentives or peiiiaps 
new methods of ensuring minority ownership. We would welcome the opportunity 
to work with the Commission and others in such an effort. 

Again, I thank you, Mr. Chairman, for the opportunity to appear here today, and 
I look forward to your questions about these and other issues. 

Senator Pressler. Mr. Ferguson. 

STATEMENT OF RICHARD A. FERGUSON, PRESIDENT, 
NEWCITY COMMUNICATIONS, BRIDGEPORT, CT 

Mr. Ferguson. Thank you, Mr. Chairman. My name is Dick Fer- 
guson. I am president of NewCity Communications, a radio com- 
pany that operates 13 radio stations in 7 cities. I cofounded our 
company almost 20 years ago with the purchase of one small FM 
station in Bridgeport, CT, a station that we still own today. Our 
employees own all of the voting stock, and more than one-half the 
common stock of our company, with ownership being vested in peo- 
ple who range from the president of the company, down to the cler- 
ical staff. 

Our organization began as a bootstrap entrepreneurial venture. 
We share that distinction with many other radio companies that 
grew from small beginnings to become important contributors in 
building our industry. Emmis, Sconnix, Edens, Metroplex, Malrite, 
EZ Communications, Fuller-Jeffrey, Clear Channel, Saga, and 
American Media, to name a few, all began or can trace their roots 
to small radio startup ventures. That is one of the beauties of the 
radio business, to allow people like myself to come in with a limited 
amoimt of capital and begin a radio company. It is something we 
want to preserve. 

I am appearing here today because I was asked by many of my 
fellow broadcasters to conduct an informal survey, the purpose of 
which was to find a middle groimd that would update the now out- 
dated ownership and duopoly rules, while being sensitive to the 
concerns of those who believe that change is needed, but want to 
proceed carefully. 

Before I discuss the results, it is important to set the stage about 
what is happening in our industry, and why it is so important that 
reasonable and thoughtful changes be made without further delay. 
There are three powerful forces that have come together to create 
a situation in the radio industry that left unattended, will so 
change the business that many radio companies, large and small, 
will no longer be able to survive. 

It will so change the business that few stations will be able to 

Erovide the standard of service that makes our radio system the 
est and most diverse in the world, in terms of programming and 
ownership. It will so change the business that it will no longer be 
attractive to investors ana bankers without whom operators like 
myself would be prevented, or would have been prevented from en- 
tering the field. 

The three forces I speak of are the structural changes in the ad- 
vertising industry, wnich provides the financial support for the 
radio business, the regulatory changes that created over 1,000 new 
radio stations, dramatically increasing the number of stations per 
market, and the current recession, which has aggravated the 
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changes brought about by the first two forces, creating a crisis situ- 
ation for manv operators. 

I will not dwell on the recession, because I do not believe it is 
within the power of the FCC to affect it, and hopefully it is a tem- 
porary problem. However, the changes in the advertising industry 
and the proliferation of radio stations are now built into the sys- 
tem, and they will be with us long after the economy rebounds. 

The Commission is in a position to adjust regulations to help 
broadcasters to deal with these changes, to brin^ things back into 
balance again, and to create a level playing field. Wimout an ad- 
justment to ownership rules that were created in a different time, 
under different circumstances, radio stations and the radio indus- 
try will simply be overwhelmed by market forces to which they can- 
not appropriately respond. 

Many of you may have read the cover story in Business Week a 
few months ago that highlighted the big changes in advertising, 
changes that are shifting dollars from traditional media and agen- 
cies to other forms of marketing and promotion. It chronicled the 
movement of hundreds of millions of dollars from measured media 
such as radio, television, and newspapers, to direct marketing ac- 
tivities; namely, direct mail, catalog, and store promotions, and 
telemarketing. 

No doubt, vour own mailbox bears testimony to the shift. Todav 
we are bombarded with stacks of advertising arriving bv mail, 
phone, and fax. The result is both a shrinking base from which all 
of racUo as an industry must compete with other media, and a 
shrinking radio revenue pool from which individual radio stations 
must compete with each other. Compounding this change in the 
game is the trend away from small, locally owned businesses in the 
communities in which we operate. 

The mail order houses, price clubs, large national chains have 
eaten away at radio's primary source of revenue, local businesses. 
Eighty percent of raoio revenues are locally generated. In the 
smaller markets it can be up to 100 percent. Further complicating 
the picture are the base number of nonradio media choices compet- 
ing for the dwindling traditional advertising dollar. Cable is the 
most notable of these, both on a national and local level. 

In market after market, the radio operator is confronted with 
cable systems that offer not one, two, or three choices, but 10 or 
more channels, each targeting a specific audience, CNN, MTV, VH- 
1, the Cable News Network, and USA Network, to name a few are 
now available to radio's best local customers. 

Today's radio salesperson competes with the cable coimterpart, 
who offers all of the above choices and the ability to package tiiem 
into one neat advertising package at rates that are extremely com- 
petitive, if not lower than radio. And now, cable has moved into the 
delivery of distal radio audio channels, providing over 30 cable- 
radio formats m many markets, from which the listener can choose. 
That is one operator programming 30 radio stations without any 
ownership regulations, in fact, without any regulations virtually at 
all. 

Our solution to these problems is not to come here and ask you 
or the FCC to prevent cable systems from doing this, or for pre- 
venting other media entities from offering combinations to local 
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and national advertisers, but simply to be allowed to create com- 
petitive combinations and packages of our own. This can only be 
achieved by updating the duopoly rules, to allow radio operators to 
own more than the current limit of one AM and one FM station. 

The second structural change that is now a part of the radio 
landscape is a dramatic chanee in the number of stations. Even Uie 
Commission has stated this nas been a mistake, but the deed is 
done and more stations are on the way. Although well-intentioned, 
this proliferation of stations has weakened the industry, setting the 
stage for less service to the public rather than more. Half the radio 
stations in the country are losing money at the operating level, 
that is before debt service. 

How much somebody paid for a radio station and how much th^ 
went into debt is not the issue here. They are simply not making 
it on an operating basis. For the half of all radio stations, the break 
even point is now higher than the revenues they can generate to 
provide a quality service. By changing ownership rules, a radio op- 
erator owner would benefit from economies of scale. The savines 
would primarily be in G&A, engineering, and sales, and would 
leave more money to develop programming alternatives. 

We believe there would be more diversity and more narrow for- 
mats if stations could band together, and I cite very quickly the ex- 
ample of my own company, which supports three full-service radio 
stations in the cities of Tulsa, OK, Orlando, FL, and Syracuse, NY, 
and the only way we can keep those stations on the air is because 
we have strong FM stations to support them. Those stations are 
virtually now the only full-time radio news operations in the mar- 
ketplace. 

In fact, I believe that Mr. Sutton's own WLIB in New York is 
largely made possible by the strong revenues that are generated by 
his very successful WBLS. I would think it would be much more 
difficult for him to operate WLIB, which provides great service to 
the market, if it were not for WBLS. The ability to combine works 
for both minorities and small operators, as well as for larger. 

By the way, many small- and low-power stations were created in 
the last 10 years, and we believe that their opportunity to compete 
is greatly enhanced by this. Smaller stations could join together to 
compete against the larger stations. Earlier in my remarks, I men- 
tioned that I had conducted a survey of fellow broadcasters regard- 
ing changes in the ownership rules. 

The notion for such a survey surfaced at a meeting held here in 
Washington a month ago to discuss the pending changes in the 
ownership rules. The meeting was attended by tne heads of over 
approximately 30 large and midsize radio groups, with stations in 
major and medium markets primarily, ana some small markets. I 
was asked to poll those in attendance as well as others who were 
not able to attend, to determine if there was a consensus on how 
to a4just these outdated regulations, while addressing the concerns 
of those in Congress and elsewhere about moving too oroadly. 

While I do not intend to speak for the entire industry, I can tell 
you the people I talked to represent 328 stations in 90 different 
markets. Happily, I can report to you that there was a consensus 
on a plan that we believe deals with the realities and needs of the 
radio business today, while charting a prudent course for change. 
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On the issue of duopoly, 29 of the 32 companies stated they 
would be comfortable with an immediate increase to allow a single 
company to own to two AM's and two FM^s in a market. The ability 
to own an additional AM and FM would go a long way in helping 
most broadcasters achieve an increased share of the market, while 
attaining economies of scale. 

For the relatively small number of markets where allowing a sin- 
gle operator to own two AM and two FM would be a concentration 
of ownership problems, we suggest a formula which is in my writ- 
ten testimony, and I will not take time here to go into that. The 
radio operators, I want to point out that I surveyed, were very 
much opposed to any limitation on the number of stations owned 
by a single company based on Arbitron ratings. Such a system is 
arbitrary. It is considered by most broadcasters to be unworkable 
and filled with many pitfalls. In addition, it penalizes broadcasters 
who best satisfy the public, and in turn are rewarded with high 
ratings. 

On the question of national ownership limits, the key point here 
is that if you allow someone to own more than one AM and FM in 
a market, you almost have to extend the national cap, otherwise 
you force tnem to leave markets where they have invested heavily 
in staff, equipment, and in their programming that they have put 
many years and much time into. 

Regarding the issue of minority ownership of radio stations, let 
me just say that if we believe that most minority radio operations 
are small operations, just like we were at one time, and we are not 
all that big, quite frankly, and I am surprised to hear quite frankly 
that they are against a system that would allow them to join to- 
gether and create combinations that would give them a better econ- 
omy of scale to compete. 

The changes in the duopoly and ownership rules that we are ask- 
ing for will not so change the industry that 3 years from now, peo- 
ple will step back and sav that steps taken in 1992 did to the radio 
industry what the 1980s did to the airlines. If, however, these 
minimal changes which we support are not adopted and soon, then 
the regulatory policy that flooded the dial with so many stations 
without balancing the scales by changing the ownership duopoly 
rules will, in fact, leave the ramo industry in a state of disruption 
that will require many more radical steps. Thank you for your 
time. 

[The prepared statement of Mr. Ferguson follows:] 

Prepared Statement of Richard A. Ferguson 

My name is Richard Ferguson and I am President of NewCity Communications, 
a radio company that operates 13 radio stations in 7 markets. I co-founded our com- 
pany ahnost 20 years ago with the purchase of one small FM station in Bridgeport. 
Connecticut a station we still own today. Our employees own all of the voting and 
more than half of the common stock of our company, with ownership being vested 
in people who range from the President of the company to the clerical staff. 

Our organization began as a bootstrap, entrepreneurial venture. We share that 
distinction vdth many other radio companies that grew from small beginnings to be- 
conie important contributors in building our industiy. Emmis, Sa)nnix, Edens, 
Metroplex, Malrite, EZ Communications, Fuller-Jeffrey, Clear Channel, Saga and 
American Media, to name a few, all began or can trace their roots to small, start- 
up radio ventures. That is one of the beauties of the radio business. It is something 
that we would like to preserve. 



Digitized by 



Google 



70 

I am appearing here today because I was asked by many of my feUow bioad- 
casters to conduct an informal survey, the purpose or which was to find a middle 

Sound solution that would update the now outaated ownership/duopoly rules, while 
ing sensitive to the concerns of those who believe change is needed * * * bot 
want to proceed carefully. 

Before I discuss the results, it is important to set the stage about what is happen- 
ing in our industry and why it is so important that reasonable, thou^tful changes 
be made without lurther delay. There are three powerful forces that nave come to- 
gether to create a situation in the radio industry that, Jeff unattended, will so 
change the business that many radio companies — ^large and small will no longer be 
able to survive, it will so change the business that few stations will be able to pro- 
vide the standard of service that makes our radio svstem the best and most diverse 
in terms of prosramming and ownership in the world. It will so change the business 
that it will no longer be attractive to mvestors and bankers, without whom opera- 
tors like myself would be prevented from entering the field. 

The three forces that I speak of are: 

1) The structural changes in the advertising industry which provides the financial 
support for the radio industry; 

2) The regulatoiy changes that created over a thousand new radio stations, dra- 
matically increasing the number of stations per market; 

3) The current recession, which has aggravated the changes brou^t about by the 
first two forces, creating a crisis situation for many operators. 

I will not dwell on uie recession, because it is not in the power of the FCC to 
affect it and. hopefully, it is a temporary problem. However, the changes in the ad- 
vertisinff inaustry ana the proliferation of^ radio stations are now buOt into the s^- 
tem ana will be with us long after the econonoy has rebounded. The Commission 
is in a position to a4just regulations to help broadcasters deal with these chan^ 

Without an adjustment to ownership rules that were created in a different tune 
under different circumstances, radio stations and the radio industiy vrill be over- 
whelmed by market forces to which they cannot appropriately respond. 

Many of vou may have read Business Week's cover story of a few months aoo that 
hiffhli^ted the big changes in the advertising industiy— chants that are uiifting 
dollars from traditional media and agencies to other forms of^marketing and pro- 
motion, it chronicled the movement ofnundreds of millions of dollars from measued 
media such as radio, television and newspapers, to direct marketing activities * * * 
namely direct mail, catalogues, in-store promotions, and telemarketing. Your own 
mailbox undoubtedly bears testimony to tnis shift. Today we are all bonwarded with 
stacks of advertising arriving by mail, the fax and the phone. The result is both a 
shrinking base from which radio as an industry must compete with other mdUa, 
and a sminking radio revenue pool from which mdividual radio stations must com- 
pete with each other. 

Compounding this change in the game is the trend away from small, locally- 
owned ousinesses in the communities in which we operate. The mail order houses, 
the price clubs and the large national chains have eaten away at radio's primaiy 
source of revenue — ^local businesses. 80 percent of radio revenues are locally gen- 
erated. In smaller markets, that number rises to over 90 percent. 

Further complicating the picture for radio are the increased number of non-radio 
media choices combing for the dwindling traditional advertising dollar. Cable is the 
most notable of these, both on a national and local level. In market after maiket, 
the radio operator is confronted with cable systems that offer not one, two or three 
channels to the local advertisers, but ten or more channels— each targeting a spe- 
cific audience. CNN, MTV, ESPN, Headline News, VH-1 and USA Network, to name 
a few, are now available to radio's best local customers. Today's radio salesperson 
competes with a cable counterpart who offers all of the above choices and the ability 
to package them together at rates that are very competitive, often much lower than 
racuo. And now cable has moved into the delivery of^ digital audio channels, provid- 
ing over 30 cable radio formats from which the listener can choose. That is one oper- 
ator programming 30 stations in a market * * * without any ownership regulations. 

Our solution to problems such as this is not to ask the Congress or the FCC to 

Erevent cable systems and other media entities from offering these combinations to 
ical and national advertisers, but simply to be allowed to create competitive com- 
binations and packages of our own. This can only be achieved by updating t^e duop- 
oly rules to allow radio operators to own more than the current hmit oi 1 AM and 
1 PM in a market. 

The second structural change that is now a part of the radio landscape is the dra- 
matic increase in the number of stations. Even the Commission has stated that this 
was probably a mistake. But the deed has been done * * * and more stations are 
on the way. 
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Althou^ well-intentioned, this proliferation of stations has weakened the indus- 
tiy» setting the stage for less service to the public, rather than more. Half the radio 
stations in the countiy are losing mone^r at the operating level, before debt service. 
The issue of whether or not someone paid too much for a station is not the primaiy 
cuknit here. 

For half of all radio stations, the breakeven point is now higher than the revenues 
they can generate to provide a quality service. In fact, many of the stations that 
fail to breakeven before debt service are struggling to provide a very basic level of 
service. For them, the goal is to simply stay on the air. 

By changing the ownership rules, a radio operator would benefit from the econo- 
mies of scfue enjoyed by many of our competitors. These savings would be primarily 
in General and Administrative, Engineering and Sales, leaving more money for pro- 
gram expendituros. Moro diverse and narrow formats could be combined with main- 
stream formats. Such combinations would benefit the public with moro choices. 
radio operators with attractive selling combinations and advertisers with simplified 
buying prooeduros. 

in addition, many smaller, lower power stations that wero created in the past ten 
years would have the opiwrtunity to join together in joint ventures to compete 
against laraer, better capitalized radio stations. We believe such ioint ventures 
would also niither minority ownership ventures and create more viable start-up op- 
portunities for new players without ''aeep pockets." 

In order to allow radio operators to expiand the number of stations they can own 
and operate in a market, the national ownership caps will need to be acQusted. As 
a group operator, if I was to invest in an additional AM and FM station in the 7 
maikets in which I operate, I would exceed the current 12 AM/12 FM limit, thus 
farcing me to leave markets where I have invested heavily in people, equipment and 



ause there are so many radio stations, there is no evidence that a single com- 
pany could develop the kina of concentration in the national maii^etplace that al- 
reaay exists in other media. Organizations such as the New York Times, the Wall 
Street Journal, USA Today, the national cable networks and the broadcast tele- 
vision networks far surpass today the power of a single radio company that might 
own radio stations in 20, 30, or 40 markets. Please note that, today, the largest of 
radio companies do not offer identical programming from market to market. Tne na- 
ture of radio demands that to be successful, you must identify and satisfy tiie 
unique needs of each marketplace and, more oilen than not, that requires different 
approaches. 

Earlier in my remaiics I mentioned that I had conducted a survey of fellow broad- 
casters regardinf^ changes in the ownership rules. The notion for such a survey sur- 
faced at a meeting held here in Washin^n a month ago to discuss the pending 
changes in the ownership rules. The meetmg was attended by the heads of approxi- 
mately 30 large and mid-size radio groups, with stations in major and medium mar- 
keU. 

At that meeting I was asked to poll those in attendance, as well as others who 
were unable to attend, to determine if there was a consensus on how to a4just these 
outmoded regulations, whle addressing the concerns of those in Congress and else- 
where about moving too broadly. Over the past 2 weeks I was in contact with the 
heads of 32 broadcast groups. While I do not speak for the entire industiy, the re- 
spondents to this survey do represent over 328 Stations in dO maikets. HappUy, I 
can report to you that there was a consensus on a plan that we believe deals with 
the reality and needs of the radio business today, while charting a prudent course 
for change. 

On the issue of duopoly, 29 of the 32 companies stated they would be comfortable 
with an immediate increase to allow a single company to own up to 2 AM's and 2 
FBiFs per market. The ability to own an additional AM and PM station would go 
a long way in helping most broadcasters achieve an increased share of the market, 
while attaining needed economies of scale. Clearly, the addition of an additional AM 
and FM woula not create an undue concentration of control in most markets. 

For the relatively small number of markets where allowing a single operator to 
own 2 AM's/2 FM's could create concentration of ownership problems, we suggest 
the following formula. Whenever the ownership of 2 AM ana 2 FM stations 1^ a 
single operator in a market resulted in that operator owning more than half of the 
AM or FM stations in that maiicet, then such a combination would not be allowed. 
The number of stations in a marketplace would be determined by counting the num- 
ber of city grade signals that overlap the original station. 

The radio operators that I surveyed were very much opt to any limitation on the 
number of stations owned by a single company in a maixet based on Arbitron rat- 
ings. Such a system is considered by most broadcasters as unworkable and problem- 
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atic. In addition, it penalizes the broadcastera who best satisfied the public and are 
rewarded with high ratings. Under this scenario, man]^ existing Am/PNL combina- 
tions would be forced to split up upon divestiture. Additionally, u as a first stc^ the 
Commission adored the 2AM/2 PM plan, such a limitation would not be necessanr. 

On the question of national ownership limits, the majority of respondents would 
settle for a national cap of 25 AACs and 25 FaTs, althouc^ many felt that hi^r 
limits or the elimination of national caps was justified— based on the notion that 
an unhealthy national concentration was unlikely (if not impossible) to occur in 
radio. 

Regarding the issue of minority ownership of radio stations, it was the unanimous 
opinion of cul respondents that continuing efforts should be made to increase minor- 
ity ownership of radio stations, including a tax certificate to operators selling to mi- 
nority groups. To put additional teeth in the current tax certificate regulationa, it 
was suggested that anyone selling to a minority not be required to reinvest in 
broadcasting (thereby making the stations of operators retiring from the business 
more accessible to minority groups). 

I would like to note that the oroadcasters I heard from appreciate the efforts of 
the FCC to deal with the serious issues at stake here. In making proposals to 
change the ownership rules, members of the Commission have shown a sensitivity 
not only to the needs of radio operators both laige and small, but also to the public 
that is served by our industiy. While our plan may differ from what the Commission 
ultimately proposes, we believe it is an important first step, and will provide the 
foundation for repairing the damage caused by the current, overly restrictive rules 
and a changing marketplace. 

The chants in the duopoly and ownership rules we are asking for will not so 
change the industry that tnree years from now people will step back and say that 
the steps taken in 1992 did to the radio industry what the 80's did to the airlines, 
if, however, these minimal changes which we support are not adopted very soon, 
then the regulatory policy that flooded the dial witn so many stations without bal- 
ancing the scales by changing the ownership/duopoly rules will, in fact, leave the 
radio industry in a state of disruption that will require many more radical steps. 

Thank you for your time and interest. 

Senator McCain [presiding]. Mr. Misner. 

STATEMENT OF JERRY MISNER, GENERAL MANAGER, KRQQ/ 
KNST, TUCSON, AZ 

Mr. Misner. Good morning, Senator McCain. I am Jeriy Misner. 
I am general manager of AM station KNST, and FM station KRQQ 
in Tucson, AZ. KNST, as you know, is a news, talk and sports pro- 
gram, while KRQQ is a contemporary hit station. These stations 
are 2 of the 11 F^'s, 3 AM's, and 4 television stations licensed to 
Nationwide Communications. 

Nationwide is a wholly owned subsidiary of Nationwide Mutual 
Insurance Co. and has been a broadcast station licensee since 1947. 
We are not an active trader of stations, but rather we operate sta- 
tions with a long-term commitment to serving the needs and inter- 
ests of the communities in which we operate. 

In simple terms, there are just too many radio stations in the 
United States today. My small community of Tucson is the perfect 
example of the industry at laree. Arbitron ranks Tucson as the 
65th largest radio market in the r^ation and we are served by a ton 
of stations— 10 EM'S, 12 AM's, 7 TV stations— and in addition FM 
translator stations that deliver the signals of 3 stations from Phoe- 
nix, which we need like a hole in the head. 

Cable TV, which competes with radio and TV for advertising, 
serves about 50 percent of all the Tucson households. Simplv stat- 
ed, there just is not enough revenue to provide a reasonable rate 
of return for all the broadcast stations in Tucson, so in order to 
survive, several of the stations and two of the TV stations have en- 
tered into what we have been discussing — ^local marketing agree- 
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ments, or LMA's. We have not participated in an LMA, and believe 
that LMA's are not the appropriate answer to the problems. 

The FCC's present prohibition against owning more than one sta- 
tion in the same service in a market really no longer serves the 
public interest. Radio, like all other forms of business throughout 
the United States, needs to consolidate to permit the strengthened 
economic base that is capable of providing diversified programming 
to the public. 

Our recommendation is that in those markets served by at least 
20 separately owned, operated, and controlled AM and FM and TV 
licensees who are independent voices, an entity should be per- 
mitted to be a licensee of no more than three F^ or three AM sta- 
tions with overlapping principal city coverage. A station limit rath- 
er than an audience share limit would be a lot less volatile and 
easier to administer. In fact, the FCC already uses the number of 
independent voices serving an area as criterion for waiver of the 
TV/radio one-to-a-market rule. 

Duplication, or simulcasting of the same programming should not 
be permitted. Hence, the economic benefit gained from consolida- 
tion would be directed toward better programming. Requiring a 
station operator to be the actual licensee of the station permits 
gpreater regulatory oversight in an LMA situation. 

With a permitted increase in the number of stations which may 
be licensed to an entity in markets having at least 20 independent 
voices, there would not be any economic need for LMA's, which 
really in fact are desperate plans conceived by desperate operators. 
LMA's only permit a temporary benefit achieved from consolidated 
operations and do not resolve Uie problem of too many owners with 
too great an investment and simply too small a return. The broad- 
casters loses, and so does the public. 

Our stations in Tucson are, I think, a perfect example of what 
caa be done with common ownership. As Senator McCain will at- 
test, KNST with its news, talk, and sports format provides vital in- 
formation to the public. However, a news/talk format is extremely 
expensive to operate in such a small market, and possible only be- 
cause of the financial contribution of its sister FM station, KRQQ, 
and of course the public interest commitment of Nationwide Com- 
munications. 

There is no logical reason to limit the common ownership of radio 
stations in the same market to AM/FM combinations. My convic- 
tion is that a financially healthy company is a lot better able to 
serve the public. Consolidation, we feel, is the best way to achieve 
this public service goal. 

Group ownership results in economies of scale and brings the 
benefits of high quality personnel to the stations and to markets 
which mig^t otherwise have difficulty attracting such talent. Group 
ownership does not diminish diversity, or the integration of stetion 
management into the community of license. • 

Nationwide, like other group owners, employs management 
teams which live in the community of license and encourages if not 
requires the management to become active participants in the life 
of the community, and it grants independence to local management 
with regard to the selection of issues and problems to be addressed 
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in nonentertainment programming and the use of station facilities 
for the benefit of the localcommunily. 

Senator McCain can attest to the fact that KNST and KRQQ are 
indeed operated as if they were totally locally owned stations. As 
a responsible licensee, Nationwide Communications imposes upon 
all of its local management a requirement that at least 5 percent 
of a station's programming be devoted to nonentertainment pro- 

f ramming. Further, local management for Nationwide on a daily 
asis exercises editorial control over the programming over that 
local station. 

We believe that the current ownership limitations can be greatlv 
expanded, certainly within the top 50 radio markets, without aa- 
versely affecting the diversity of programming that is available to 
the public. We have in fact provided you with a table of the top 50 
markets — 38 of those markets have 30 or more racUo stations. In 
the top 25 markets, all but 3 have 35 or more stations. 

The broadcast industry needs owners that are committed to the 
long-term development and operation of stations, and to ensure 
that long-term commitment. Nationwide Communications supports 
a rule that would restrict a licensee from selling its station widiin 
3 years of operation and ownership. 

I wish to thank the subcommittee for the opportunity to appear 
before you today and will be happy to answer any questions you 
have. 

[The prepared statement of Mr. Misner follows:] 

Prepared Statement of Jerry Misner 

Good morning Mr. Qiairman and Senators. My name is Jerry Misner and I am 
the General Manager of AM Station KNST and EM Station KRQQ in Tucson, Ari- 
zona. KNST is a news/talk/sports station while KRQQ is a contemporaiy hits radio 
station. These stations are two of the 11 FM, three AM and four television stations 
licensed to Nationwide Communications Inc.^ With me today is Steven P. Belter, 
president of Nationwide. 

Nationwide is a wholly-owned subsidiaiy of Nationwide Mutual Insurance Com- 
pany.Nationwide has been a broadcast station licensee since 1947. It has continued 
to upgrade and enlai^ge its broadcast holdings since that date and it intends to ac- 
quire additional stations in the fiiture. Please note that Nationwide is not an active 
trader of stations but, rather, it operates stations with a lon^g term conmiitment to 
serving the needs and interests of communities within which it operates. 

THE STATE OF RADIO TODAY 

In simple terms, there are too many radio stations in the United States today. 
My small community of Tucson is a perfect example of the industiy at larse. 
An>itron ranks Tucson, with a MSA population of 562,500, as the 65th largest radio 
maricet in the nation. It is served by 10 FM stations, 12 AM stations and 7 TV sta- 
tions. In addition, FM translator stations deliver the signal of three Phoenix radio 
stations. Cable television, which also competes with ramo and television for adver- 
tising, serves approximately 50% of the households. There is simply not enough rev- 
enue to provide a reasonable rate of return for all of the broadcast licensees operat- 
ing in Tucson. In order to survive, several of the radio stations and two of the tele- 
vision stations have entered into local marketing agreements or LMAs. We have not 
participated in an LMA and believe that LMAs are not the appropriate answer to 
the problem. We believe the problem of an overabundance of raoio stations can best 



^Nationwide Communications Inc. is the licensee of radio stations KDMX (FM), Dallas. IX 
KHMX (FM), Houston, TX: KISW (FM), Seattle, WA: HLUC AM & FM, Las Vegas, NV; XNCI 
(FM), Sacramento, CA; KSST (AM) & KRQQ (FM), Tucson, AZ; KVRY (^FM), Mesa, AZ; WgAR 
(FM) aeveland, OH; WNCI (FM), Columbus, OH; WOMX AM & FM, Oriando, FL; and WPOC 
(FM), Baltimore, MD; and television stations KITN-TV, Minneapolis, MN; WATE-TV, Knoxville, 
TN; WBAY-TV, Graen Bay, WI and WRIC-TV, FeteiBbui^, VA. 
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be resolved and the public served by permitting ownership of more than one station 
in a maricet. 

THE PCC'S DUOPOLY RULE 

Tlie FCCs present prohibition against owning more than ore station in the same 
service in a maiket no longer serves the public interest. Radio, like other forms of 
business throu^out the United States, needs to consolidate to permit a strength- 
ened economic oase capable of providing diversified programming to the public. We 
recommend that, in those markets served bv separately owned, operated and con- 
trolled broadcast (AM, FM and TV licensees rindependent voices"), an entity be per- 
mitted to be the licensee of no more than three FM or three AM stations Mdth over- 
lapping principal dtv coverage. A station limit rather than an audience share limit 
would oe less volatile and easier to administer. The FCC already uses the number 
of independent voices serving an area as a criterion for waiver of the television/radio 
one to a maiket rule. See 47 CJ*.R. §73.5555 note 7. 

For FM stations and AM stations with more than 50 percent principal city con- 
tour coverage overlap, duplication or simulcasting of the same programming should 
not be permitted. Further, a licensee of more than one station in a market would 
have a separate obligation for each station to serve the public interest with suffi- 
cient non-entertainment programming to sustain a renewal expectancy in the face 
of a license renewal diallenge. Hence, the economic benefit gained from consolida- 
tion would, in some measure, be directed to better programming. In that way, the 
public is better served and the traditional comparative renewal process would oe an 
adequate safeguard against a licensee's failure to serve the public interest. Requir- 
ing a station operator to be the licensee of a station permits greater regulatory over- 
simt than occurs with an LMA. 

With a permitted increase in the number of stations whidi may be licensed to an 
entity in maikets having at least 20 independent voioesl there is no economic need 
for LMAs, which are desperate plans for desperate operators.' At best, LMAs permit 
a temporaiy benefit adiieved from consolidated operations but do not provide the 
funds or incentive for reinvestment in non-entertainment or other programming. 
LMAs do not resolve the problem of too many owners with too groat an investment 
and too small a return. 

The stations which I operate in Tucson are a perfect example of what can be done 
vdth common ownership in the same market. As Senator McCain will attest, KNST 
vdth its news/talk format provides vital information to the public. However, a news/ 
taJk format is extremely expensive to operate and is possible in Tucson only because 
of the financial contribution of its sister FM station KRQQ and the public interest 
oommitment of Nationwide Communications. There is no logical reason to limit the 
oommon ownership of radio stations in the same market to AM/FM combinations. 
In my experience as a General Manager of radio stations, I am convinced that eco- 
nomically healthy radio stations are better able to compete and provide public serv- 
ice programming, have a better record of regulatory compliance and better serve the 
public Consolidation within radio markets is the best way to reach those goals. 

THE PCC'S MULTIPLE OWNERSfflP RULES 

Nationwide stronglv believes that the FCCs present limit of 12 stations per serv- 
ice frustrates a healthv broadcast industiy and diminishes the quality of radio serv- 
ice brought to the public. Nationwide emphatically believes that group ownership 
does not firustrate the provision of diversified voices nor local involvement. First, 
group ownership provides the economic base and geographic cUversity necessary to 
sustain ouality radio during periods of regional or national recession, as we are 
faced with todav. Second, group ownership results in economies of scale and brings 
the benefits of nigh quality personnel to stations and markets which might other- 
wiae have difficulty attracting such talent. I call vour attention to the fact that mo- 
bility of station personnel to laiger markets ano/or for enhanced job opportunities 
within a company is an important factor to Nationwide in attracting and retaining 
hi^ily competent and ambitious employees. Group ownership does not diminish cb- 
venity or the integration of station management into the communitv of license. Na- 
tionwide, like other group owners, employs management teams which live in the 
oonmmnity of license or environs; encourages, if not requires, management to be- 
come active participants in the life of the community; and grants independence to 
local management with regard to the selection of issues and problems to be ad- 



* Should the FCc permit LMAs in some form, we believe it appropriate to require the filing 
with the Commission and the maintenance in a station's public inspection file, any time broker- 
age agreement and those joint operating agreements involving programming. 
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dressed in non-entertainment programming and the use of station facilities for the 
benefit of the local community. Senator McCain can attest to the fact that KNST 
and KRQQ are operated as if they were locally owned stations. As a responsible li- 
censee, Nationwide Communications imposes upon all of its local management a re- 
quirement that at least 5 percent of a station's programming be devot^ to non-en- 
tertainment programming. Further, local management for Nationwide, on a dfl% 
basis, exercises editorial control over the programming of the local station.' 
Nationwide believes that the current ownership limitations can be greatly a- 

Sanded, certainly within the top 50 radio markets, without adversely affecting tibe 
iversity of programming available to the public. The attached table of the top 50 
radio markets, as defined by the Arbitron Fall, 1990 survey, shows the great num- 
ber of radio stations locatea within each of those markets. For example, 38 of the 
top 50 maikets have 30 or'more radio stations. In the top 25 markets, all but three 
have 35 or more stations (Baltimore (17th), Tampa-St. Petersburg (21st), and Cleve- 
land (23rd), have 33, 34 and 29 stations, respectively), and 15 of the markets have 
40 or more radio stations. In sharp contrast, Arbitron reports from a study of per- 
sons keeping Arbitron diaries in the spring of 1987, that tne persons keeping diaries 
listened to only 2.99 different stations per week and that 72.6 percent of the persons 
in the survey listened to three or fewer stations per week. A tnreshold requirement 
of at least 20 independent voices would clearly meet the needs of the public. 

The Commission's present ownership limitation has unreasonably prohibited Na- 
tionwide from acq[uiring additional EM stations, which it desires to do. The company 
believes that it is in a position to apply its personnel and business talents to 
strengthen radio and improve the radio service available to nation. It stron^^y sup- 
ports the FCC's efforts to increase the permissible levels of multiple ownership. 

The broadcast industry needs owners committed to the long term development 
and operation of stations. To insure that long term commitment, Nationvnde Com- 
munications supports a rule that would restrict a licensee from selling its station 
within less than three years of operation and owner^ip. 

I wish to thank the subcommittee for the opportunity of appearing before you 
today and I would be happy to answer any questions you may have. 

Senator Pressler [presiding]. Mr. Buono. 

STATEMENT OF THOMAS J. BUONO, PRESIDENT, BIA 
CONSULTE^G, WASHINGTON, DC 

Mr. Buono. Thank you. My name is Tom Buono. I am president 
of BIA Consulting. I appreciate this opportunity to express my 
opinions on what I consider to be the most critical issues lacing the 
radio industry. 

I believe that I bring a unique perspective to this forum. I am 
the president of the largest appraisal firm in broadcasting, the pub- 
lisher of radio and television reference books, an investment advi- 
sor and minority owner in a number of communications properties. 
As such, I have personally examined and analyzed hundreds of sta- 
tions and deal with many owners, bankers, buyers and sellers on 
an on-going basis. In addition, I estimate and project radio and tel- 
evision revenues for over 200 markets annually. 

This background and my experiences provide me with a broad 
exposure from which to form these opinions. In the past decade, I 
have seen the radio industry be transformed from a very attractive 
industry into a financially troubled industry struggling to survive. 

In the mid-1980's the radio industry was booming. Revenues 
were growing at double-digit rates, investors were generating sub- 
stantial returns on investments, stations were selling for big prices, 
and acquisition financing was readily available at very favorsdble 
terms. 



^Diversity of ownerehip does not insure diversity of progranuning. There is little divtirnlsr of 
pro^mming when economics drives a licensee to broadcast a sat^lite delivered prograimmog 
service with little if any local progranuning, as is presently permitted under FCC rules. 
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As a result, over one-third of the radio industry changed hands 
in the latter half of the 1980's. With the abundance of financing 
driving demand, stations were selling at all-time high prices ana 
were financed with substantial amounts of senior and subordinated 
debt. These prices, however, were predicated on continuing double- 
dirit revenue growth. 

During the same period, FCC deregulation of the industry began 
to impact ownership. Docket 80-90 led to many new stations going 
on the air with many more moving into larger markets. This great- 
ly increased the number of competitors vying for radio revenues in 
many markets. 

With new radio competitors driving down in-market rates and in- 
creasing competition for advertising revenues fi*om other media 
such as cfid^le television and direct marketing, radio revenue growth 
began to moderate. In addition, by the end of the 1980's, consoli- 
dated advertisers began to cut budgets. This was followed by the 
gulf war and national economic downturn which actually caused 
radio revenues to decline. Simply put, too many stations are now 
competing for too few advertising dollars. 

Given this situation, revenues per station decreased, causing 
profits and cashflow to decline. In 1990, the median AM station, 
FM station, and AM/FM combo was unprofitable. In 1991, radio 
revenues Nationwide were down, leading to a greater loss through- 
out the industry. As a result, over 100 stations have gone dark, a 
number are currently being run by trustees, many have filed for 
bankruptcy or are on the verge of filing for bankruptcy, and lit- 
erally hundreds of stations are in bank work-out. Personally, over 
half of our consulting business today centers on bank work-out or 
bankruptcy. 

It is critical to restore financial prosperity to the radio industry. 
This restoration is in the best interests of broadcasters, bankers, 
and the public. Profitable stations spend more on local program- 
ming and news, are more actively involved in the local community, 
and make debt payments. The obiective must be to increase reve- 
nues per station and thereby help the industry return to profit- 
ability. 

In order to accomplish this, either radio revenues must be ex- 
panded or the number of stations competing for these revenues 
contracted. Revenue expansion is dependent on economic factors, 
other media competition, and the sales efforts of broadcasters. A re- 
duction in the number of stations competing for revenues, on the 
other hand, can be accomplished by Government action. 

Although not an advocate of Government intervention, given the 
severity of the situation I recommend that ownership rules be re- 
laxed to allow broadcasters to enter into local marketing agree- 
ments, also known as time brokerage agreements, to allow owner- 
ship of more than one FM or one AM in a market, to allow broad- 
casters to own FM's in adjacent markets with overlapping signals, 
and to expand the Nationwide ownership limitation fi*om the cur- 
rent 12-12-12. 

In addition, I recommend that legislation be introduced that es- 
tablishes a procedure allowing banks to invoke an orderly transfer 
of control in the event that an existing broadcaster is in a loan de- 
fault. I believe the sooner these recommendations are implemented. 
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the sooner broadcasters, bankers, and the general pubUc will bene- 
fit. 

Thank you. 

[The prepared statement of Mr. Buono follows:] 

Prepared Statement of Thomas J. Buono 

The radio industry is in trouble and the public, the banking industiy and bioad- 
casters will continue to suffer if the current ownership rules, whidi are constricting 
broadcasters are not changed. A combination of external factors have propelled the 
broadcasting industiy into a distressed state and external intervention is required 
to help rectify this situation. The top oriority must be to stop the policies that have 
aided this downward slide and to stabilize the underlying financial foundation of tiie 
industry. The logical way to accomplish this stabilization is to allow broadcasters 
to benefit from economies of scale, which are available in other industries, that re- 
sult fiiom oombininff operations. The goal must be improved profitability within the 
radio broadcasting mdustry, which in turn will result in better service to the public. 

A TROUBLED INDUSTRY 

As the president of the laigest appraisal firm concentrating in broadcasting and 
publisher of industr^r reference books, I have vritnessed dramatic changes in the 
radio and television industries over the past decade. I have seen an incmstry that 
had become the "darling of Wall Street" m the inid-1960s become a troubled mdus- 
try struggling for survival in the 19905. As a result of this chan^, many of the bet- 
ter broadcasters, rewarded for their successes by receiving financing to acquire radio 
stations in the latter part of the decade, todav find themselves unable to service 
their debt, in bankruptcy or on the veige of bankruptcy. 

A number of external factors have contributed to this reversal in the performance 
of the radio industiy. These factors include national economic matters as well as 

Sovemment regulation. The economic factors that have impacted the radio industiy 
urin^ the past decade include the economic boom and availability of financing in 
the nud- 1960s followed by shrinking advertising expenditure budgets, the recession, 
the Gulf War and the collapse of the banking industiy in the 1990s. While all these 
economic factors have impacted all businesses to vaiyinc[ degrees, it was the avail- 
ability of debt financing in the mid- 1960s and the combmed impact of slowing ad- 
vertising ^wth and banking industry problems that have been devastating to the 
broadcastmg industry. 

The primary government reflations that have impacted the radio industry are 
the overall deregulation of the mdustry by the FCC and the Tax Refonn Act of 1986. 
The deregulation, as it relates to ownersnip, greatly expanded the number of radio 
licenses and allowed many rural and suburoan stations to relocate so as to compete 
in larger markets. In its Dodtet 80-90 proceeding, the FCC reevaluated the mileafle 
separation rules between stations' antennas, finding them overly restrictive. By 
modifying the mileage separation rules, the FCC was able to establish new classes 
of FM stations. Uncfer Docket 84-231, the FCC began "rulemaking^ proceedings to 
allocate these new diannels among different communities. As a result of this pro- 
ceeding, 689 communities were selected to receive new FM stations, an increase of 
over 15 percent of the existing FM stations in operation at that time. In addition, 
the reduced mileage separation rules make an additional 1,500 or more new FM sta- 
tions possible nationwide. The impact of this deregulation has been devastating in 
some of the smaller and coastal radio markets. 

There are many examples that can be cited as to the impact of this deregulation, 
but a good example is the small southern California community of San Luis Obispo. 
The number of competitors in this maiket increased from 5 AM and 5 FM stations 
to 7 AM and 10 FM over the last six years. (An additional 3 FM construction pe^ 
mits are in various stages of approval.) Over this same period, advertising revenues 
have been relatively fiat, with focal cable television advertisinggrowinjg into a for- 
midable, low-priced competitor to radio. The result is that one FM station has gone 
dark, another filed bankruptcy, some have been turned back to previous owners due 
to non-payment on seller financing, and at least one AM is 24 hour satellite-pro- 
grammed with virtually no staff. Oxify one station, an FM that was involved in an 
I-MA, is reported to have made a profit last year. 

While Docket 80-90 was expanoing the number of radio stations, the Tax Refonn 
Act stimulated transactions in 1986 and 1987, encouraging owners to seU their 
properties in an effort to pay lower capital gains tax and to avoid double taxation 
that was to result from the repeal of the General Utilities Doctrine. This occuired 
just as financing was becoming readily available and competition among banks to 
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expand their broadcasting portfolios was intensifying. The combination of these fac- 
tors made it easy for broadcasters to acquire stations and pushed the prices of prop- 
erties to all-time hi^is. Data from Investing in Radio indicate that approximately 
one-third of all stations in the Arbitron-rated markets dianged hands in the latter 
half of the 1980s, and over 50 percent of all stations in these markets have been 
sold since 1985. Unfortunately, these all-time high sale prices were predicated on 
a confirmation of the historic revenue growth trends, frequently over 10 percent per 
year, and the ability of the owner to sell or refinance the station within five years. 
With the revenue growth slowed and the banking crisis eliminating refinancing op- 
tions or acquisition financing for new buyers, many broadcasters find themselves m 
te<^nical or actual default on their acquisition loans, with few options other than 
to tiy to renegotiate with Uieir bank or file for bankruptcy. 

Havinff discussed my contention that the industry is in trouble and the external 
factors tnat have influenced the environment for radio broadcasting, let's examine 
radio's current profile in terms of competition, revenues and profitability. 

As compared to the other media, radio is in a disadvantaged position with regard 
to direct competition. While ownere of other media have limited or no direct com- 
petitors, radio operatore face intense direct competition. An industiy with many ex- 
isting competitors saw Dodcet 80-90 increase the number of FM radio stations by 
approximately 15 percent, with many additional stations still possible. Data from 
our Investing in Radio publication indicate that over 100 new stations are compet- 
ing in the top 100 maikets since 1987. As previously noted, the impact has been 
even more si^uficant in the smaller, less competitive markets and coastal markets. 
The following chart hi^li^ts the current operational disadvantage plaguing radio 
ownere in the top 100 markets: 

Industry Competition 
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SouRCK.-W^t Imeeling in Rado and Inveslng in Televieion and Duncan's Radio jylartwt Guide. 

As illustrated, an average of 26.9 commercial radio stations per radio market 
(MSA) compete in the top 100 markets, with an average of 44 in the top 10 markets. 
It diould be noted that the average listener typically listens to fewer than five dif- 
ferent radio stations per day. The listener's primary radio station gets about 75 per- 
cent of total listening, the second choice gets an additional 20 percent and the re- 
maining stations account for just 5 percent. There is clearly no lack of diversity 
problem within radio in the top 100 markets. 

The number of radio stations per market in the top 100 markets is more than 
four times the number of television stations, and the television stations are serving 
much larger geographic regions (ADIs). By contrast, only one or two daily news- 
papera serve most of these radio markets and, within their franchise areas, cable 
television operatora typically have a monopoly. 

Despite this significant level of direct competition, radio does not have the same 
advertising base or potential. As shown in the following chart, of the estimated $130 
billion of advertising expenditures in 1990, radio's estimated advertising revenues 
were expected to generate $8.7 billion, just 7 percent of the total advertising pie. 
This compares to $32.9 billion for newspapera, ^28.7 billion for television and $23.6 
billion for dUrect mail. The most rapidly growing advertising media are direct mail 
and cable television advertising. 
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1990 Advertising 

(in millions) 
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Source: Estimates of Robert J. Coen 
McCann-Erickson. Inc. 

Not oTily does radio have more direct competitors s[>litting its small share of ad- 
vertising, its revenue base has started to contract. While the industry was booming 
in the IdSOs, radio advertising revenues were increasing at double digit rates. Con- 
solidations of major advertisers and ad agencies caused advertising Dudgets to be 
cut and growth to slow. By the 1990s, the Gulf War, intensified competition finom 
other media and the recession had led radio revenues to decline on a nominal basis, 
occurring for the first time since the earlv 19608. The following chart lu^lights the 
change in radio advertising revenues in the top 100 markets last year: 
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As shown, 1991 radio advertising revenues in the top 100 markets is estimated 
to have declined 2.5 percent from 1990. In some markets, radio advertising revenues 
declined more than 10 percent in 1991. The outlook for 1992 is weak, as radio con- 
tinues to be adversely afiected by the soft national economy. Over the 1990 to 1996 
period. Investing in Radio projects maiket revenues in the top 100 markets to in- 
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survival of so many broadcasters, can be effected on a maricet or industiy-wide basis 
through changes in the ownership rules. 

Allowing broadcasters to own and/or operate more than one FM station in a mar- 
ket will help them improve profitability. A study that my firm performed for the 
NAB in 1986 demonstrated the efficiencies of joint AM operations. It indicated that 
1) coidi>ined operations are more efficiently run than stand-alone stations, 2) salaiy 
savings from combining operations could be substantial, and 3) capital expenditures 
at combined operations could be much lower than at two separate stand-alone oper- 
itions. In particular, this study indicated that salary savings alone could range be- 
tween 14 percent and 36 percent and capital expenditures could be reduced 18 per- 
cent to 35 percent. I expect that similar types of savings can be accomplishea by 
ovnership or operation of joint FMs. 

Allowing LMAs (Local Marketing Agreements), also known as time brokerage 
acreements or bulk time sales agreements, to continue, and a change in the "duop- 
oly rule," allowing broadcasters to own multiple FMs in a market, are the ap- 
pnaches available to consolidate radio within markets. An LMA allows a broad- 
caiter to benefit from participation in more than one FM station or AM/FM com- 
biiation in a market, without buying both stations. The advantages of LMAs are 
thft they can be accomplished quidcly, minimizing the losses at a distressed station, 
ant they do not require the lai^ amount of cash typically required for an aoquisi- 
tioi. The current msadvanta^s of LMAs are the uncertainty surrounding Hoense 
renewal and the structure of^the agreement between the parties. A change in the 
duoDoly rule would allow existing operators in a maiicet a method to acquire more 
thai one FM in that market and solidify their overall performance. 

L December 1991, my firm sponsored a seminar on the LMA issue. In addition 
to I distinguished group of attorneys, bankers, brokers and owner/operators, the 
seninar^s panelists included rejnilatory representatives-the Chief of the FCCs Mass 
Midia Enlorcement Division, Charles Kelly, as well as the Minority Counsel for the 
Hoise Energy and Commerce Committee, Cathv Reid, and LMA opponent Andrew 
Sciwartzman from the public interest c^up Media Access Project. The primaiy 
isaie of their panel discussion was HJl. 3715, Congressman Dingell's (D-MI) reqaest 
for'Vulemaking* before the House of Representatives that would severely limit and 
neirly prohibit what he is calling '^Ik time sale agreements." The conunents made 
at ;his panel indicated that the impetus to this bul was Congressional dismay at 
the FCCs handling, or lack thereof, of the LMA matter, rather than an actual pi6th 
len with the concept of LMAs. Congressional opinion was that the FCC was neg- 
lifBnt by not monitoring LMAs; the Commission was virtually unaware which sta- 
thna were involved and, worst of all, it was allowing lower-level FCC staffen to 
nake *%ackTOowr decisions. If, in fact, this is the perceived problem, FCC monitor- 
iig of LMAs must be addressed, but the broadcasters struggling to survive should 
ni be penalized for differences of opinion between Congress and the FCC on noon- 
itaing procedures. 

\ second issue related to duopolv is the ownership restrictions with regard to 



'ownership 

pemitted, this ruU should be eliminated. As an independent issue, it is preclu^ng 
oroidcasters from Arming regional operations (similar to cable television system 
clusers), thereby elminatmg a potentially important combination opportunity. For 
exanple, a Washington, D.C. ana Baltimore FM clearly serve separate markets, bot 
mayoe precluded irtkn combining operations. Such a rule restncts the broadcaster 
from maximizing profitability within a siven region. 

Tie third ownershii rule that could nelp broadcasters' profitability is elimination 
of tie so called ''12-l2yl2'' rule. This rule restricts broadcasters from ownmjg more 
thai 12 AM, 12 FM aVd 12 television stations across the entire nation. The nde 
has prohibited broadcasters from forming larger broadcasting groups. Given the fact 
tiiat tiiere are approxiimtely 260 Arbitron-rated markets, numerous smaller mdiD 
maiiets and over 10,0(K> conunercial radio stations, there is no logical reason to r^ 
strict tiie overall numberpf radio stations owned by a single entity. 

Af part of our consulti^, we have conducted numerous studies on radio gronpii 
as veil as stand-alone rauo operations. The well-run groups have dcMcided advas- 
tagei in the qualitv of the^ corporate staffs and ability to spread valuable reaouicei 
overtlie group, lliese coapanies benefit from the economies of scale finom aiKfa 
things as group health benfits, consolidated accounting and legal services, prodMt 
and equipment buys and snped management expertise. Given the current state of 
affaiB, broadcasters need tk opportunity to expand their holdings and reiqp tiv 
beneits that would result frdb laiqger group operations. 
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From the preceding discussion, it is clear that elimination or revision of all three 
types of ownership restrictions would increase the opportunity for broadcasters to 
combine stations and improve profitability. However, one must also determine if this 
is in the public interest and determine what benefits will result for non-broad- 
casters. 

I contend that an improvement in profitability within the radio industry will re- 
sult in better service to the public, will help stimulate local economies and will un- 
doubtedly be of benefit to the banking industry. A station that is forced to go daxk 
is clearly of no benefit to anyone. On the other hand, a station with the financial 
resources to improve its programming and the quality of its technical plant can bet- 
ter serve the public. Many broadcasters have been forced to cut back on local news 
in an attempt to turn a profit and a return to profitability will encouraoe an expan- 
sion of such programming. With regard to the local economy, profitable oroadcasters 
spend more on promotion and advertising and participate in more local events. And, 
nnally, many properties that are in teclmical or actual bank default could be aided 
by an LMA or sale of the station to another existing broadcaster. The banks would 
benefit fiiom elimination of troubled loans and the increased stability of dealing with 
operators of a diversified portfolio of stations. 

In addition to the existing ownership rules, there is one related matter that 
should be addressed. It is the oank's collateral in an FCC license. 

It is clear to me that there needs to be a change in the laws currently restricting 
their control of broadcasting licenses. When Uie banks placed their loans, they be- 
lieved that they were collateralized by all station assets and the broadcasters under- 
stood that. Today, broadcasters in loan default are using the FCC rules to preclude 
banks fiiom taking any action against them. This has resulted in hostile relation- 
ships, litigation and stalemates oetween many lenders and broadcasters, none of 
which are in the public interest. 

I believe that a vehicle must be put in place that allows for a bank imposed tran- 
sition fiiom a troubled broadcaster to a new broadcaster. The bank is not interested 
in holding the FCC license, but rather maximizing the return on its loan. If the 
broadcaster has defaulted and the bank believes that its loan should be sold ofi" or 
ttiSit the station would be more valuable in the hands of another broadcaster, th^ 
should be able to invoke a procedure to facilitate this transfer. This could include 
a notification to the FCC, followed by a waiting period in which the existing broad- 
caster can appeal. At the end of the holding period, if a satisfactory transfer has 
not occurred, the bank can then force a transfer. 

Broadcast lending banks are critical for the long-term development of the radio 
industry. I believe that establishing a procedure that helps protect the bank's loan 
will encourage investment in the industry and stimulate growth. 

RECOMMENDATIONS 

Given the aforementioned observations and analyses, I respectfiiUy submit the fol- 
lowing recommendations: 

1) Allow and encounige time brokerage agreements, especially when distressed 
stations are involved. These operations snould be closely monitored by the FCC to 
ensure compliance with government regulations. 

2) Allow ownership of more than one FM and one AM station in a market. Own- 
ership limits within maikets should be based on total audience share and whether 
the operator owns other media in the market (television, newspapers or cable tele- 
vision). The limitation criteria should be dependent on the size of the market or the 
number of radio stations in it, rather than a standard limit for all markets. 

3) Eliminate ownership rules restricting ownership of adjacent market stations 
with overlapping signals. The exception uiould be situations involving embedded 
maikets, when tne owner is already at the revised in-maiket ownership limit. 

4) Eliminate the ownership rule limiting the total number of stations owned by 
I a broadcaster (12-12-12 rule). Given the number of competitors and uniqueness of 
jj local maikets, no limitation is warranted. 

ji 5) Establish a procedure that will allow banks to invoke an orderly transfer of 
a station from a broadcaster in default on his loan to another broadcaster. A notice 

I to the FCC of the bank's decision and a waiting period in which the existing broad- 

V| ca^;er can appeal should be required. 

\ In my opmion, positive action must be taken now to eliminate the antiquated 

^ ownersnip rules and to rectify current policies that discourage consolidation vdthin 

T the radio Droadcasting industry. 

i[ Senator Pressler. Thank you very much. I have a couple of 
questions. 
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Mr. Novik, what would be the impact for AM broadcasters of in- 
creased penetration of AM stereo technology? 

Mr. Novnc. First, Senator Pressler, let me thank you for your in- 
terest in AM improvement and for introducing the bill. I think the 
bill is important and overdue. The concern I have, and in this I 
would echo Chairman Sikes' comments earlier this morning, is that 
this is a measure that has to be coordinated with the manufactur- 
ers of receivers. 

We are faced with the chicken and the ege. We are going to be 
asking AM broadcasters to invest some very aear dollars at a point 
where they will say, but there are not enoi^ receivers in the mar- 
kets. Prom the pomt of view of the receivers, they are saying well, 
why should we be making radios if there are not enough stations 
broadcasting in AM stereo r 

I would suggest. Senator, that in order for the bill to succeed, 
there has to be some common date where transmitters and receiv- 
ers get on the air, take effect in common, or I do not think it is 
going to happen. 

Senator Pressler. Well, I guess one obstacle for AM stereo de- 
velopment is the absence of mterest by foreign manufacturers in 
making AM stereo-capable radio receivers. Do you agree that Ja- 
pan's recent decision to establish a national AM stereo standard 
combined with a similar action by the United States would encour- 
age greater production of AM stereo-capable radios? 

Mr. Novnc. I would think that that is accurate, and it is a very 
hopeful sign, sir. 

Senator Pressler. Many of the questions here have been covered 
by the testimony. I think the testimony was excellent by all of you, 
and rather than repeat portions of it I think we have covered it. 
and so I thank this panel very much. There will be some additional 
questions for the record from myself and other Senators. 

I thank you verv, very much for excellent testimony this morn- 
ing. I now call forth panel 3, Mr. Tim Graham, director of engineer- 
ing, Sencore Co., Sioux Falls, SD, and Mr. Leonard Kahn, president 
of Kahn Communications. 

I guess Mr. Kahn has been delayed on the train, so we will put 
his testimony in the record. Mr. Tim Graham. 

STATEMENT OF TIM GRAHAM, DIRECTOR OF ENGINEERING, 
SENCORE CO., SIOUX FALLS, SD 

Mr. Graham. Thank you. First off, I would like to introduce my 
family that were able to come along with me on vacation, if they 
could maybe just wave. My wife of 17 years, Pam, and my dauf^iter 
Heather, who is celebrating her 15th birthday today, going on 20, 
I might add, and my other daughter. Erica — she is 12 — ^and ^tm 
my son Matthew, who is 8. 
Senator Pressler. And I take it you all live in Hartford, SD. r 
Mr. Graham. That is right. * 

I am pleased to represent Sencore on our views in support of 
your bill, S. 1101. Sencore is a 40-}rear-old-plus company based b 
Sioux Falls, SD. Our product offering consists of test eauipmeflt 
and analyzin^^ equipment for use by service personnel in tne aren 
of video, audio, communications, and computer repair. Because d 
the nature of our business we rely on standards for setting good/ 
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.blid,liinfteii.'titidy2»i^^ characteristica^ creatiog auhititution 

iM^als^-task^/^sc^lortb]^ !--•*' .'^iL-,-^ :-'■ ;-v- ,••"' .. v».. -.n-. • . ;'; :.,:-. 
'Kun^^ipMl^th^iFecleFaiiGommuiitcations Gommissioti has adopt- 
ed dUii^dt»^ to assure common signal chatacteristks and the qual- 
ity theteoftthrpuj^ottt the indus^.. Examples of these standard^ 
are TV signals using NTSC, FM stereo radio, TV stereo using MTS, 
and a.fiiltufe s>romise of hig^ definition tdevision, HDTV. 
^.^'IPhm^Jtaodards^. allow test equipment manu&cturers, broadcast 
tqiupsiMsM manftifaotureTs, and consumer electronic manufieicturers 
lorfoiimim one techaolognr ^without any doubt or question as to its 
t^taotavisttttft. li Itlso «^^ any possible hesitation by the 

9Mswii4r^ipurdiase equipment, wondering if the technology is 
tbe j^rrect^ choice or if it will he around for any length of time. 
'^ Sfl^toce knowingly to^ a risk by developing an analvz^ for AM 
:«teiFeQ^[I^ Stereo iri^os without having a defined standard for AM 
^tfceOilOur pareviousAM/FM analyzer used old technology, and we 
w^ete*. repeatedly being asked for an update by our customer base. 

One of the Update features asked for was the additi<m of AM 
^lea* We'Sjbruggled with this decision, knowing it was a risk With- 
out having a standard. The final outcome is an analyzer that does 
ittfittLde- AM stereo. One of Sencore's basic philosophies is to provide 
the service technician with everything required to do the job/Thus, 
^Jkc^ireataP'fpar adding AM stereo. Whai a radio or tuner comes in 
for repaifv he now ccm service both AM stereo :andFM stereo prob- 
iema.'WJth we ftlUy integrate unit costing less than one- thiait of 
4|c^atate eoiapetitiye instruments on the market 
^,;|fi^al movement of our analyser was strong and appeared to be 
a typical moving unit for Sencore. However, movement has Uterally 
ceiased to«exist^^ caused by the lack of a standard in radio manufac- 
toiHrerspullini^back on AM stereo. Sencore is currently sitting on 
idwmt 'S^ mUUon dollars' worth of inventory with no future in 
i^ght^ unless something is done to improve the quaUty of AM radio. 
^IrDi^ring. a recent consumers electronics show we again met with 
several radio manufacturers to promote our analvzer and to get a 
feel of tbejnaiket.Tllieir indication to us is that they have removed 
AMI stereo from their radios and will not reintroduce AM stereo 
until a standard is set. The lack of a standard is holding back any 
fiosiS^gprowth or. technologjr. advancement of AM radio. This has 
lilaciiinade^the. continued avaUability of oiur analyzer questionable, 
.a^i without AM stereo radios tliere is no market for our product, 
oK&eo^itor Pressler has already mentioned the lack of quality radio 
inowrdl areas of South Dakota. According to our latest informatimi, 
much of the area west of the Mississippi does not have AM stereo 
Ojrailable.to them. FM stereo is hic^h quality radio and is available 
iOt some areas, but due to its smaller coverage area does not pro* 
vide as practical a solution as AM stereo does with its larger range 
capability. 

Wi^ b^eve the first step in improving AM radio quality is to set 
flj^Mandard for AM stereo. This standard will give direction and 
^HDuS;.to test equipment manufacturers, radio manufacturers, and 
InroRadcast ec uipment manufacturers. It will also give consumers 
the confideni e they need to purchase a technology th^ can be sui'e 
of- 
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Japan has recently done this by aettling on an AM standard, siv- 
ing tnem the focus for improved AM radio reception. Several omer 
companies have already settled on an AM standard as well. We be- 
lieve this legislation is lone overdue and needs to be enacted now. 
Sencore is in ftill siq;)port of this bill and wishes its approval. 

Thaxdc you. 

Senator Pressler. Well, Tim, I welcome you here. I know you 
have worked for Sencore for 17 years or mentioned you have been 
married for 17 years. Sencore is an independent electronics manu- 
facturer has a direct interest in the legislation we are considering 
today. You come from Hartford which is iust a few miles away firom 
my home town of Humboldt. Let me ask you a few questions. Mr. 
Graham, how do AM stereo signals differ nrom regular AM signals. 

Mr. Graham. Well, living m South Dakota we have a limited 
number of AM stereo stations and I have one automobile that doei 
have AM stereo available to it, with the one station in the area 
that is by far our favorite choice. It has a much fuller sound, a bet* 
ter sound, just a higher aualily reception all around. 

Senator Pressler. Would rural areas receive higher quality 
radio service? 

Mr. Graham. We believe so. It is a long trip between Sioux Ftlli 
and Rapid Cily witiiout a real good AM quali^ signal. 

Senator Pressler. How would your manutacturing business be 
affected if the FCC adopted a national AM stereo standard? 

Mr. Graham. We beheve as indicated by the radio manufactursn 
that we have talked to, by setting a standard they would again re- 
introduce AM stereo radios, with AM stereo radios there is a repair 
market then for our analyzer equipment. 

Senator Pressler. Some contend that broadcasters who are in- 
terested in AM stereo should be willing to make a large investment 
in a eamble between two competing systems. In your discussions 
with broadcasters interested in the purchase of AM, stereo equip- 
ment, do you find many broadcasters interested in making thu 
gamble? 

Mr. Graham. No. Actually not They are concerned about the cost 
that it would take to upgrade to AM stereo. If we had a standard, 
the decision would be easy to make. 

Senator Pressler. Some people argue that an FCC rulemaking 
would cause imcertainty and confusion among broadcasters al)Out 
which system to purchase. Do you believe the assurance that a nt- 
tional AM stereo standard would give broadcasters outweisiis Ai 
temporary uncertainty that could result during an FCC ndt* 
malung? 

Mr. Graham. I believe so. As already stated, the Motorola wsten 
is pretty much a de facto standard. We just need to initiate it and 
make it a formal standard. 

Senator Pressler. As an independent electronics manu&ctunr 
is it accurate to say ^ou do not care which standard is adopted? 

Mr. Graham. I thmk that is quite accurate. What we are looUnf 
for are standards so we can set our good/bad limits, recreate stf* 
nals, substitution sienals. We did invest in the Motorola system st 
the time. It looked Tike it was going to become the stanoai^ but 
no, we need a standard to set our signal characteristics by. 
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Senator Pressler. Mr. Graham, a report 5 years ago by the 
NTIA explained that broadcasters are reluctant to make an invest- 
ment in AM stereo for fear of investing in the wrong system and 
the lack of AM stereo receivers. Manufacturers in turn will not 
produce stereo receivers because of the lack of AM stereo used by 
broadcasters. The NTIA said FCC failure to enact national AM 
stereo standard has resulted in a circle of doubt. Do you believe the 
circle of doubt remains, with this legislation and this qycle? 

Mr. Graham. I believe it does remain. Just talking to the other 
manufacturers trying to promote our analyzer, like I mentioned 
they have indicated to us that without a standard they are unwill- 
ine to reintroduce AM stereo in their radios. 

Senator Pressler. I thank you very much. I see that Mr. Kahn 
has arrived. We welcome you. 

STATEMENT OF LEONARD IL KAHN, PRESmENT, KAHN 
COMMUNICATIONS, INC^ CARLE PLACE, NY 

Mr. Kahn. Thank you very much. 

Motorola and General Motors efforts to control the AM stereo in- 
dustry included the most expensive marketing campaign ever tar- 
geted at the radio industi^. Even so, Motorola's stereo transmission 
equipment total penetration has peaked at only 10 percent of AM 
broadcast stations. Therefore, their apologists now complain that 
the free marketplace has failed. 

But it is just as much a function of the free marketplace to weed 
out bad or poor technology as it is to welcome new useful products. 
If you open up a bakery and spend a fortune advertising donuts 
but they are soggy and you fail, do you blame the free marketplace 
for your failure? 

Of course not, you blame the donuts. The marketplace is just 
doing its job — and if you cannot take the heat, get out of the kitch- 
en or at least stop making soggy donuts. 

Even with millions of stereo receivers in GM and Chrvsler cars 
that only provide stereo for one system, broadcasters all over the 
country are tumine that system off. Even in your area. Senator, 
can anyone seriously suggest there is not something wrong with 
the Motorola/GM donutsrOr do we all blame our commercial fail- 
ures on the American system of free enterprise. 

Thus, I submit that the AM stereo marketplace has functioned 
superbly in rejecting the Motorola/GM stereo system, and it is time 
for them to face realiW. We at Kahn Communications and our 
broadcast supporters all over the world, look forward to our turn 
in the AM stereo marketplace. We have modem designs for high 
fidelity receivers that prove AM stereo can beat FM stereo in cars 
and for other mobile services and also in sparsely populated areas 
such as in your State, Senator. 

That is why we have so much support there. And we are not the 
only ones waiting to produce high quality AM stereo radios. 

At this point it is important to say a few words about the pend- 
ing litigation pertaining to AM stereo. However, you will appreciate 
my constraints in discussine the Kahn v. General Motors suit. But 
at least you should know that if the suit is successful, the Court 
can be expected to issue an injunction halting the manufacture of 
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QM ^Ukl ^t^reQ radios^ ti^ ivery radioflf thal#'^havei;Uiiddedcnqrr^s- 
tem's^ntryta the free i|iarketplace« .;■-■.•.'■-:;.';;!; jrji; f---'-f>-i;a-vr; Arn-l 
: .ij^ig extent ipiHngement ai^d tortious; condliot suit Mate filedr^inr 
i988i F and a^ a result of a su^cesslul appeal to the (Soiirtiof :iippeal& 
f^ the Federal cdreuit here in; Wa^hingtmi itria mw^ ri^udbr ccoiuw 
tiq^Anil)* ThQ Fe<teral Court in th& Southemi Distriiee ofiNew>Sor£ 
has denied all motions fbr: suinnmry jud^ei^ and lihel^completioni 
of discovery is being expedited. So, We «Muldibe?igoing t6tnal:in 
th#^veiy.near-iUtwi?e^ s-..^^ ^:«-^ •■ -rri.-y: ■ .:.'am/.:iO :^\:k 

^ |^h^<e pledged to broadcasters in the United States and jdl^jover 
tljife oH^rld: that whenrJ win thju^.^uit, J; will intr&dsiceilfaigb^6die1j^ 
high-technology 1990 stereior radftoa tliai ¥iiJlr|ilH)vid^c)8Tipinr^ 
fprnjiance. eye^ in, sparsifjy? p^ulated areas: ^^;4liatfwiUBaHdw 
AMers to compete well into the next century, ,^rf 

AM will move ahead if it is given the proper free enterprise tools. 
The atory behind this suit is not a pleasant one — how GM and Mo- 
torola panicked when they suddenly realized that they were unable 
to solve the click and pop problem that brought down Magnavox 
and how they then decided to copy my invention and then to use 
my own invention to exclude me from the marketplace. 

In any case, the committee should carefully study the public files 
of this suit before even considering AM stereo legislation. 

Now, I would like to leave you with an even more positive note. 
There is a way to checkmate Japan, Inc., not only for AM stereo^^ 
but for all technologically based competitions. That concept can' 
only be understood if you consider Japan's weaknesses and Ameri- 
ca's strengths and I would like to try to expand on this concei^ 
rather than goinpr into the failings of the Motorola system during' 
the question period, and I now believe I have about used up m^l 
time. \>> 

[aheprepatatfstatertehtofMriKalhhfbllb^^^ '>^^ o^tuoo 10 

Prepared &rATi^^iti[^ QF^^l^^ j5£y[ jj; to n; 

rl^nk jiou' fat your iavMtionilo testify abdutitife^i^ifltefeb^i^ki^^ ^I'^vL^l 

MotonH^.akld Qenen^ Mpii)i9^;ef}pr^;tpv<»ntarpl j^ ^MjE^beroO^indiiirtiryliiohitfsd; 
the inoat; expensive znarli^tiijg ca^pdm, jpver. jbju^e 

80. Motorola s stel^ tiransiiiisslbn 6quTpmeh|i total oenetrafion has peaked aC oq 
19 bereft of AM hroadeast'statibi^s; TMi«'fore; the&^^logwt^9^ 
the.fiffeellialkBtpla«B.hagfkiliBdLr;^;• •> ../.. •:; v '.>..:•:. fol^ iK^ArM^ibSoNl ^fU 

But it is just as much a (unction of; the i^^ jotfiirl^plaQfiJ^ W0ed'pi9llipoaK)t«dH. 
nploar afi it ^a to welcome use^l new products.?/^ . r. .j i , ./i .. l »jjffT 

nybtr open up a bakerv and spenct a fortune ^^rtising 46nuiB \m tfif; 
dM^andyeufidl, doyoubkme'ihefr^'itta^k^^ ^^ V.in 
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^cobrae noty you blame the donutai ¥he marketpIacJia^Juseaiblnf^tt^^dl^^ 
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l^us^ I submit that the AM^s^req marketplaqs i^ik^x^pke^jn^^ 
inff the Motdrola/QM stereo sya^m,^atid 1t^ is tiibe^ ibr ttiem l^adeisBil 

We, at Kahft:Oemmtfkd<^ib^a|id'our.bh)adi^astiii^^^ , 

loaH &r^ard: to out turn in the AM stereo narkftplcicf^. We: h$y^ niod^m AM$fi 
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Kahn v. Genera/ Motors suit. But at least you should know that if the suit is eue- 
ceasfiil, the Court can be expected to issue an injunction halting the manufacture 
of GM AM stereo radios, the very radios that have blocked n^ system's entiy to 
the free marketplace. 

This patent infringement and tortious conduct suit was filed in 1988, and as the 
result of a successful appeal, is now rapidly coming to trial. The Federal Court in 
the Southern District of New York has dexued all motions for Summaiy Judgment 
and the completion of disooveiy is being expedited. So we should be going to trial 
in the very near future. 

I have pledsed to broadcasters in the US and all over the world that when I win 
this suit, 1 wul introduce hi£^ fidelity, high tech AM stereo radios that will allow 
hers to compete veil into the next centiuy. 

The stoiy behind this suit is not pleasant one '*''*''*' how a GM and Motorola pan- 
icked when they suddenly realized that they were unable to solve the same "duk 
and pop" problem that brought down Ma^avox and how they then decided to copy 
xny invention and then to use my own mvention to exclude me from the maiket- 
pjace. 

In any cases the Committee should carefully study the public files of this suit be- 
fore even considering AM stereo legialation. 

Now I would like to leave you with an even more positive note. There is a way 
to check-mate Japan, Inc., not only for AM stereo, but for all technological based 
competitions. That concept can only be understooa if you consider Japan's weak- 
nesses and America's strengths — ^I would like to tiy to expand on this concept dur- 
ing the question period, as Ihave about used up my time. 

A "case study'^ of the AM stereo competition may provide important dues as to 
how our country can better compete wondwide. This ten year ola bare— competition 
demonstrates the power of technolosy to overcome almost any amount of marketing 
efifort and even overcome impropei^ gained de facto monopolies and even de Jure 
moaopolv grants. 

The AM stereo "case study" teaches that if America can use superior technology 
to build new and better mouse traps and protects that new tedmologv, it should 
be able to counter even Japan's twenty year old reputation for buildingoetter qual- 
ityproducts. 

Tjiis raises the question of how America can restore its reputation as the worid's 
leading innovator. 1 believe that this is not a difficult problem once one recognizes 
a genSic dharacteristic of almost all Americans, our ability to survive and our gutsy 
pioneering spirit. No matter why our forefathers left the old oountiy, no matter 
which continent they came from, getting across the ocean took guts and resourceful- 
ness. To survive with little or no money and in most cases not even knowing the 
language, was not for the timid. The tinud stayed home. 

l%08e who did not make the decision to leave and came over in chains, had the 
awesome problem of just finding a way to stay alive. And one can only guess as to 
Uie ordeals the Amencan Indians overcame in miflrating to America. 

This pioneering spirit, this unwillingness to play it safe, this rebellious nature, 
this genetic badcsround provides America with its greatest natural resource, citi- 
zens who are the oest innovators in the world. 

But if Americans are sudi great innovators how come the Japanese are being 
awarded so many UJS. patents. But sudi statistics ignore the question of quality. 
In this day when patent examiners only need a degree in sdenoe or engineering and 
the willingness to take the job, it is foolish to expect them to be able to understand 
the disclosure of a brand new tedmical breakthroug^. 

On the other hand, applications for simple (obvious) patents are easily under- 
stood. Therefore, inexperienced examiners readily allow simple patents to issue, es- 
pedally if they are submitted bv large, well known firms. Indeed, one mi^it azgue 
if sudi examiners understand uie so^alled invention, it is obvious under 35 USC 
103. 

On the other hand, important pioneering inventions, the ones that this country 
is known for and the ones that start new industries, are far beyond the comprehen- 
sion of today's average examiner and therefore do not readily issue. 

So, the furst step in strengthening America should be to revitalize the US PTO 
by upping the salaries of the Examining Corps and iiicreasing qualifications of its 
members. As a colleague of mine once remaiked, "since Einstem left the (Swiss) 
Patent OfiQce it has been all downhill" It may not take an Einstein to understand 
pioneer inventions, but it certainly takes more than apprentice engineers. 

Of course, not every American is an inventor. Nor is every person who stayed 
home in the old country a mere oopjdst, but a far greater percenti^ of Americans 
have a rebellious intellectual pioneering spirit. And where will you und a large per- 
centage of America's technolc^cal rebels * * * surely not at GM or Chrysler or if 
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they are there they must be frustrated in attempting to get someone to listen to 
them. Nor must they be ei\joying being part of a huge structured team in Japan 
where their names do not even appear on the patents. 

Inventors arenlt team players, thev are loaners *'*''*' and their big egos resist 
their being forced to share credit for their inventions with fellow team members. No, 
dont eKpect to find them in large finns, look for them in their own labs or in small 
firms where their inventions are recognized. 

After you get Einstein's disciples back in the Patent Office what do you do? First 
of aU, you do all you can to favor small companies because they are your richest 
source of innovation. One giant step in helping small firms is to get Uncle out of 
the way. Government is a natural enemy of small innovative finns, because laige 
firms, who wish to protect the status quo, generally have an inordinate amount of 
influence on governments and can use this influence to stifle new technology that 
threatens 'their^ industries. If you take a poll of small and medium sized firms, up 
to say 100 million dollar gross, you will find they oppose 'protection" from the gov- 
ernment, it is their billion dollar competitors that want (and need) the protection! 

So most large firms (there are, of course, exceptions) want standards that may 
sound good to the government but in most cases are really just camouflaged barriers 
keeping out new competition. Such firms as GM^ Motorola and Chrysler have had 
enormous success in manipulatinj^ governments all over the world. Certainly histori- 
caUy we have learned that what is supposed to be good for GM isn't necessarily good 
for our country. 

Therefore, there is more than a little truth to the public's belief that the least gov- 
ernment is the best government. 

ABE BILUON DOLLAR FIRMS VIABLE 

America has, over the years, tied its future industrial plans to Detroit. Since the 
1920's we have been in love with the automobile and priae ourselves that the gutay 
risk takers, the Fords, the Chryslers, the Fishers, and the Olds personified the pio- 
neering spirit. Whether or not tney were right on every occasion, they were, at least, 
not afraia to take a chance. 

While the automobile pioneers were around, Detroit could really compete. How- 
ever, tiiev are no longer with us and. unfortunatel^l their most compelling leader 
Mr. Ford left us with a legacy that has all but crippled the automotive industiy. 
Thev made a deal to never aUow outside inventors to mterfere with 'iheir^ industry. 
Ana this worked well until the Germans and the Japanese with their strengths 
(skilled, hidily (tisdplined workers) could march in with better quality and even in 
some cases oetter invented cars. 

In other words, Detroit's cozy deal fell apart in the last thirty years because their 
monopolistic tactics didn't take into account worldwide competition. And also be- 
cause they could no longer attract innovative talent to replace their founders. 

But why can't the big firms outside of Detroit be eftiaent and well managed. Be- 
cause most of them are run by management committees whose member's selfish in- 
terests are not directed to the long term success of the firm, but rather to the next 
(juarter because of stock options, golden parachutes, etc., etc. In other words, there 
is a built-in basic "conflict of interest" between the short term interests of these 
firms' managers and the long-term interests of their powerless stoddiolders. 

Indeed, if this country is to solve its economic problems it is imperative that we 
have an answer to the basic question * * * are billion dollar firms viable entities? 
After the entrepreneur leaves and ownership control shifts to the public, can profes- 
sional managers maintain the minimum growth pattern needed for America to com- 
pete woridwide. 

History provides only scant evidence as there are no billion dollar firms that have 
outlived their founding entrepreneurs by more than a centuiy. (It is noteworthy that 
a large numher of the founders were inventors.) The recent downsizing of GM, IBM, 
GE, Phillips and even Sony tends to favor the conclusion that such firms are not 
viable. Even with downsizing, two of the largest and most prestigious firms in the 
World (GM and IBM) are sutrering downturns in their fortunes.^ 

In any case, on average, billion dollar firms are not the type of firms to produce 
their share of hi^ tech devetopments. 

If the billion dollar firms cannot provide the neoessaiy leadership, how about get- 
ting the leadership from impartial government committees. I believe you don't have 
be a Senator to recognize tnat the track record of government officials, sitting be- 



^As reported pg. 1 June 6, 1988 WSJ '^rinUng Giant * * * The New-Modd GM Win be 
More Compact But More ProfitableT and pg. 1 Busmen Sctn. Jan. 18, 1992 N.Y. Tinws IBM 
Loss in Quarter and Year^. 



Digitized by 



Google 



91 

hind gray metal desks^ proves that this isn't the solution. If one wants further proof 
Just investigate the efficiency of government control of the health care field that has 
made the most caring doctors deny their patients treatment time while they act as 
bookkeepers filling out endless new types of forms concocted by bureaucrats in 
Washington and by their counterparts in billion dollar insurance companies. Indeed 
the government is treating all doctors as felons while the few bad apples play the 
government game with teams of supporting accountants and others wno know how 
to play that game. No wonder some of the most eminent physicians are taking eaiiy 
retu^ment. 

This same Washingtonian "guilt by profession" concept has driven many honest 
government contractors out of the industry leaving behind large firms that also 
know how to play the government game. Billion dollar firms can most easily afford 
to play this ^ame because when they are occasionally caught they pay the typical 
10 or 15 milhon dollar fine out of petty cash. 

No, assuredly the answer to America's problems are not to be found in Washing- 
ton lust as they are not to be found in Detroit. 

Fmallv, the judicial system must be restructured so that all people, not Just the 
billion dollar firms, can afford the price of Justice. The Judicial system has become 
so expensive as to preclude its use by individuals and medium and small firms to 
protect and enforce their property rights. In a recent paper in the JPOS,' patent 
attorney Mr. J. D. Vandenburg makes a simple (but chilling) introductoiy state- 
ment: 

"A patent litigation mi^^t easilv take anywhere from six months to ten years 
to complete, but most commonly lasts from two to five years. The out-of-pocket 
costs typically range (absent early settlement) from $100,(X)0 to $l,000,0(x), but 
average about $350,(X)0.'' 

Faced with sudi "out-of-pocket" expenses, most, if not all, prudent inventors and 
businessmen managing small to medium size finns recognize they cant afford to 
protect their patent property. And, if the infringer is a larse litigious firm ^e out- 
of-pocket cost of prosecuting will far exceed those figures. Indeed, I can personally 
testify that competent patent law firms do not guarantee a maximum ceiling in out- 
of-pocket expenses no matter what percentage is offered as a contingent fee. Tlius, 
all but the most affluent ovmers of intellectual property cure defenseless when a 
large firm decides to violate their patent property rij^ta. 

But this problem is not limited to owners of inteflectual property. It is true of all 
types of business litigation. For aU practical purposes the courts have been slammed 
shut to all but a hanoful of superflrms who, when challenged by smaller sized fijrms, 
use the Judicial system to further strengthen themselves in a forum where only they 
can prevail. 

The main area of such unilateral use of the courts is in the discoveiy process. 
Since discoveiy represents the most expensive phase of litigation, the Uongress 
should take a careful look at the entire discovery process to reduce the tilting of 
the scales of Justice. Recently adopted changes in the Federal Rules of CivU Proce- 
dure should alleviate this problem, but there is so far to go to restore matters to 
a point where the average small firm inventor can protect himself that fUrther 
changes will be required. 

CONCLUSION 

In conclusion, I believe that America can reclaim its industrial leadership role if 
all brandies of oovemment help American innovators do their job by getting out of 
the way except for performing its Job of protecting property rights, including the in- 
tellectual property ri^^ts of ail innovative firms. 

Thus, I support most FCC efforts to deregulate and I oppose Senate bill S. 1101 
or any other bill that attempts to prop up railed technology and repeal the laws of 
physics. 

Thank you. 

Senator Pressler. Thank you very much for your testimony 
which will be included in the record. Let me ask you do you believe 
AM broadcasters should gamble on AM stereo? 

Mr. Kahn. I believe anybody in business should gamble on what- 
ever they damn please. 



"The Truth About Patent Litigation for Patent Ownen Contemplating Suit" John D. 
Vandenbuig. Esq. 73 JPOS 301. 
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• ><>8eiiri^x)r PiffiSSUER. Mn Kahn^ youireaKze' we are not advoosting 
diie irysteita dver Ariothei*. Yout syrtlMtt («ii!di«jiy weft b6 dio«tti1>y 

h Mr. Kaon. Senator^ I am the mort. realistic euy you have ever 
run teto; When you have 50 lobbyists, as I have been told Motorola 
Ijias working over the FCC I do^ not stand a chance and I know it 
lahd the broadcasters that support me know it and if you: want to 
yb^ar apme angry broadcasters, bring them in, especially former Mo- 
JbM*ola users who have dropped their system because it does not 
;Wdrk. ■ • 

' I said I did not want to didcuss the reasons why the Motorola 
^Qtem does not work, but one thing you should know,; people actu- 
ally, Cod's honest truth, and I will get y^ou letters from engineera, 
and their wives, who are not listening to the technicality of it, who 
Will tell you that they have gotten nauseous from Motorola/GM 
jgltierea $^ thty have gotten nauseous becau$e it is^an efG^ct akin 
to platform, eo^cuse tne to seasickness. 

This phenomenon was studied even by theorists in China who 
wrote theoretical proofs confirming measurements th^ meade on 
ith^MotoroIa-GerieriaJ Motors system. So, how is that i^oittg to 
work? This motion sickness problem only affects 10 percent of lis- 
teners. By the way, I do not get sick, tmt I take a i25^foot >boat 
l^ough inlets, so I do not get sick. I do not like the sound, and 
1 know a former airline pilot in Baltimore, I am under <mlOT, or 
mMybe I Jam npt, but 1 am willing to swear to it, who p^ets, sick iOU 
Motorbla/GM stereo regularly, and he was a former airline pilot ,\ 

To tell vou the cominete truth, he used to get sick in the plah^, 
too, but the moneyr v/as so good he learned to f][y away from' i^tor^ 
jjrettJsfVdamn Quick. Free enterprise kt woit ^ 

$enator PR£SStiBR, We thank you very much. If you have any adr 
<titional letters or materials that you wish to submit, we will place 
them in the record. We thank you for your difficult trip here today 
arid w^ Vish you well. 
;; Wr.,I^^ I 

^Senator PR£S8I£R. I believe we have heard all q£ the witnesaei^ 
tlnless some more trains are coining this morning: I uiought the 
shuttle beatd the train all the time. I gue$s it did hot this toQttti^^ 
but with that I am going to thank everyone and thank the^stan 
and adjourn this meeting. 
\ [Whereupon, at 12 noon, the hearing was adjourned] - . ) 
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Prepared Statement op Sencore 

Smator Pussier and members of the ooimnittee: I am pleased to represent 
Senoore on our views and support of bill S. 1101. Sencore is a 40-year-old-plus com- 
pany based in Sioux Falls, South Dakota. Our product offering consists of test 
equipment and analyzing ^{uipment for use by service pereonnel in the areas of 
vidM), audio, communications, and computer repair. Because of the nature of our 
business, we rely on standards for setting good/bad limits, analyzing signal charac- 
teristics, creating substitution signals, etc. 

In the past, the Federal Communications Commission has adopted standards to 
assure common signal diaracteristics, and the quality thereof throu^out the indua- 
tay. Examples of Siese standards are TV signals using NTSC, FM Stereo radio^TV 
Stereo usinff MTS, end the future promise of Hig^ Definition Television (HDTV). 
These stanfiurda allow test equipment manufacturers, broadcast equioment manu- 
facturers, and consumer equipment manufacturers to focus on one technology with- 
out any doubt or question as to its characteristics. It also eliminates aiw possible 
hesitation by the consumer to purchase equipment wondering if the technology is 
the correct cboioe, or if it will be around for any length of time. 

Sencore knowingly took a risk, by developing en analyzer for AM Stereo/FM 
Stereo radios without having a defined standard for AM Stereo. Our previous AM/ 
FM Analyzer used old tedmology, and we were repeatedlv being asked for an up- 
date by our customer base. One of the update features asked for, was the addition 
of AM Stereo, we struggled wil^ this decision, knowing it was a risk without having 
a standard. The final outcome is an analyzer that does include AM Stereo. One of 
Senoore*s basic philosophies is to provide the service technician with eveiything re- 
quired to do the Job thus, the reason for adding AH Stereo, when a radio or tuner 
comes in for repair, he now can service both AM Stereo and FM Stereo problems 
with one fuDy mtegrated unit, costing less than half that of separate competitive 
instruments on the maricet. Initial movement of this analyzer was strong and ap- 
peared to be a typical 'Moving unit" for Sencore. However, movement has literally 
ceased to exist, caused by the lack of a standard and radio manufacturers pulling 
back on AM Stereo. Sencore is currently sitting on #2.5 million of inventory with 
no future in si^t — ^unless something is done to improve the cjuality of AM radio. 

During a recent Consumers Electronic Show (CES), we agam met with several 
radio manufacturers to promote our analyzer and to get a feel of the maricet. Their 
indication to us is that they have removed AM Stereo from their radios, and will 
not reintroduce AM Stereo until a standard is set. The lack of a standard is holding 
bade any possible growth or technology advancement of AM radio. This has also 
made ths continuecT availability of our analyzer questionable, as without AM Stereo 
radios, there is no market for our product. 

Senator Pressler has already mentioned the lack of quality radio in rural areas 
of South Dakota. According to our latest information, mudi of the area vest of the 
Miasissippi does not have AM Stereo available to them. FM Stereo is high-ouality 
radio and is available in some areas* but due to its smaller coverage area, it ooesnt 
provide as practical a sohition as AM Stereo does, with its larger range capability. 

We believe the first step in improving AM radio quality is to set a standard for 
AM Stereo. This standard viii give direction and focus to test equipment manufac- 
turers, radio manufacturers, and broadcast equipment manufacturers. It will also 
give consumers the confidence thev need to purchase a technology they can be sure 
of. Japan has recently done this by settling on an AM standard, pving them the 
fbcus needed for improved AM radio reception. Several other countries have already 
settled on an AM Stereo standard as well. 

This legislation is long overdue, and needs to be enacted now. Senoore is in full 
support of this bill and wishes its approval. 

Tiiank you. 

(93) 
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Prbparbd Statement op Pibrks M. Sutton, Chairman, National Association op 
Black Owned Broadcasters, Inc. 

Mr. Chairman, memberB of the subcommittee, it is a pleasure to be given the op- 
portunity to testify today. I serve as chairman of NABOB through my position as 
chairman of Inner City Broadcasting Coiporation, licensee of radio station WBLS 
(FM) and WUB (AM) La New York City, as well as AM/FM radio stations in Berke- 
ley, California and San Antonio, Texas. 

Over the years, NABOB has been consistent in its opposition to increasing the 
number of stations one entity can own. Recently, NABOB has expressed its opposi- 
tion to the use of local market agreements (kno¥fn as "LMAs") as a means for cir- 
cumventing the multiple ownership rules. In my testimony, I will address both of 
these issues. 

NABOB is strongly opposed to an increase in the number of radio and television 
stations one entity can own. Such an increase would only lead to further concentra- 
tion of ownership in the broadcast industir and would substantiaUy reduce opportu- 
nities for increased minority ownership of broadcast facilities. 

The recent history of the FCC's ownership limit increase supports NABOB'S posi- 
tion. For several decades the FCC limited ownership of broadcast facilities to seven 
in each service (the "seven station rule"). In 1985, over the strenuous objections of 
NABOB, the FCC increased the limits to twelve AMs, twelve FMs and twelve TVs 
(the "twelve station rule"). In response to questioning of the wisdom of this policy 
change fW>m this committee and your counterpart in the House, the FCC appended 
a condition on the "twelve station rule" whidi aUowed an entity to own an interest 
in up to fourteen of each type of station, if the two additional stations were minority 
controlled. 

This special provision was intended to encourage non-minority companies to Joint 
venture with minority companies for the additional stations. To NABOB'S knowl- 
edge no non-minority company has ever taken advantage of this provision to joint 
venture with a minority owned company. Therefore, the minority ownership policy 
received nothinff in exchange for this FCC proposed trade-off. 

On the other nand, as a result of the increased ownership limits some mega-merg- 
ers have resulted: Capital Cities acquired ABC, G.E. acquired NBC, and several 
other maioT group owners have merged into laraer groups. Rather than to create 
a trickle-down effect, the policy resulted in a "triwle-up" effect. Groups which could 
afford to expand their holdings paid inflated prices for the most profitable small 
group and stand-alone stations. 

Given the traditional difficulty most minority ventures face when seeking to se- 
cure financing, the high stakes poker atmosphere which characterized broadcast ac- 
quisitions in the 80's created a game in whioi minorities oouldnt pla^. 

Facing both financial and competitive disadvantages, manv minority station own- 
ers found themselves in double jeopardy. They coulant afford to trade-up to the bet- 
ter facilities in their markets and the stations against which they were competing 
were rapidly becoming parts of large broadcast groups, capable of bringing signifi- 
cant economies of scale to the maiket to increase their competitive advantage 
against small group and sinrie station owners. 

NABOB appealed the FCC 1985 twelve station rule decision to the United States 
Court of Appeals. However, because the FCC failed to act on a petition for reconsid- 
eration of the twelve station rule for five years, the industry had already imple- 
mented the twelve station rule when the case was finally ready for review by the 
court in 1990. Therefore, NABOB reluctantly chose to abiandon that appeal in De- 
cember 1990. Tlien, in May 1991, a scant five months later, the FCC launched vet 
another attadc on minority ownership and diversity by seeking to repeal the twelve 
station rule. 

Tlie effects of the implementation of the twelve station rule, and other deregula- 
toiv efforts of the past decade, have cleariy worked to slow the ^wth in ownership 
of broadcast facilities by minorities, particularly African Americans. From 1976 to 
1981, when the FCC was seriouslv and actively committed to increasing minority 
ownership, the number of African American owned radio stations grew dramatically: 
African American owned stations 1976— Radio, 30; TV, 1. 1981-- Radio, 141; TV, 10. 

However, over the next decade, when there was no consensus within the FCC se- 
riously in favor of minority ownership, African American station ownership grew 
only marginally: 1981— Radio, 141; TV 10. 1991— Radio, 182; TV 18. 

It must be kept in mind that these numbers reflect total African American owner- 
ship in a broadcast industry comprised of over 9,000 commercial radio stations and 
1,000 commercial television stations. 
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AgainBt this steak underrepresentation, the FCC should not consider implementa- 
tion of policies whidi would significantly impede further minority ownership in the 
broadcast industiy. 

NABOB further requests that the committee direct the conunission to conduct a 
study to review the impact suffered by minority owners as a result of the commis- 
sion^ previous increase in ownership limits from seven stations to twelve stations 
in 1985. 

The second issue which I would like to address today is local market affreements. 
LMAs are a fairly new creation, and some people have applied the term "LMA" gen- 
erally to all time brokerage agreements. 

For puiposes of my testimony, I will refer to an "LMA" as those agreements in 
which one broadcast station programs and/or sells the advertising time of another 
station in the same maiket. Those agreements where an entity not owning another 
station in the local market a^es to program and/or sell advertising time on a sta- 
tion will be referred to as '^une brokerage" agreements. My testimony is directed 
primarily at LMA's. 

Tlie extensive number of LMA's being entered into and the size and maiket posi- 
tion of the stations entering into these LMA's has made it clear that sudi airange- 
ments, flenerall>[, are not consistent with the objectives of the Communications Act 
or the Conunission's long held policy of preventinff the concentration of control of 
broadcast facilities. Through many of the LMA's wnich are currently being entered 
into, migor FM stations are consolidating their resources to dominate local radio 
maikets. Such consolidations can only have the effect of inhibiting competition and 
driving smaller FM stations and AM stations out of the market. 

Conceptually, LMA's have some appeal. For example, as orinnally envisioned b^ 
NABOB, an LMA might allow two AM stations, neither of which had a signal suffi- 
cient to cover the market, or one or both of which had only a daytime signal, to 
combine their resources, lliis might allow two stations on the verge of going out of 
business to jointly become conipetitive in their market. NABOB contemplated that 
such arrangements might benefit many of its members whidi operate with marginal 
facilities. Tnerefore, NABOB refrained from commenting on LMA arrangements in 
its initial comments in the FCC proceeding. However, with the current economic 
downturn, many NABOB members whidi had initially considered LMA's as a pos- 
sible vehicle for improving their signals have found that they lack the resources nec- 
essaiy to establish sudi LMAs. On the other hand, many NABOB members have 
seen larger FM stations in their markets combine their resources to fUrther solidify 
their dominance of those markets. As a result, the potential benefits of possible 
LMA arrangements for NABOB member stations have been negated prior to any 
real opportunitv for NABOB members to implement them. 

NABOB would support legislation whidi would allow the Commission to authorize 
LMAs subject to stringent guidelines. NABOB also suggests that any legislation 
should provide explicit guidance concerning the license renewal obligations and ex- 
pectations of licensees entering into LMA and time brokerage arrangements. If the 
licensee relinquishes more than eight (8) hours per day of the programming of its 
station to an LMA arrangement or time brokerage arrangement, the licensee should 
be given dear guidelines as to the specific steps it must undertake to assure a re- 
newal expectancy at the time it files its next license renewal application. 

The Commission attempts to use the dire financial situation of the broadcast in- 
dustry as a justification for its willy-nilly "attic to basement" gutting of the intent 
of the Communications Act. As broadcasters, the members otNABOB are keenly 
aware of the extremely precarious financial condition in which many stations find 
themselves. However, repealing the multiple ownership limits and allowing unre- 
stricted LMA arrangements starts from the premise that, in order to "save the in- 
dustry" the Commission must sacrifice the 'kittle man." NABOB submits that this 
is a faulty premise. 

It is not the entire broadcast industiy which is in dire financial straits; it is the 
one and two station owners who are going out of business. These are the stations 
who were injured most when the Commission went from the seven station rule to 
the twelve station rule. Having created this situation, the Commission now seeks 
to compound the ii\jury bv eliminating the ownership rules altogether. This is simi- 
lar to suggesting that, *tne way to ebminate crime is to get rid of all the victims." 

Until recently, it has long been recognized by the Commission that one of its pri- 
maiy obligations under the Communications Act is to foster the diverse ownersnip 
and control of broadcast facilities. Therefore, the Commission should be bringing to 
Congress proposals to increase minority ownership through expanded use of tax cer- 
tificates, and other mechanisms, for encouraging private capital sources to invest in 
minority entrepreneurs. Instead, the Commission's current approach is nothing 
more than a determination that the Commission must "destroy oiversity to save the 
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mdadtiy." NA80B submits that the solution is'iiQft to destroy diVeAity^ bbt torsaye 
ittveiBi^;byi)iWB«yviiig^tliostaticbswhliehinr^^ '^' ' '• "^ . / ' ;^ 

Thank you. ' /;!';''" 



PRBPARED I^ATEMftNT of BltUdB LADEI, VlClS PRESIDENT OP GOV&EINMENT A^AIBS. 

AND GovERNMEifr Rj^TiON9ii MOTOJK)!^ Inc. ^ . , . .. .^ 

1. BACKOROUND AND OVJBRVIBW 

AM improvement through stereo 

Motorola is most pleased to respond with its comments regarding AM Stereo. Mo- 
torola has been a minor participant and contributor in the AM improvement areas 
of AM stereo, the NRSC ^ pre-emphasis standard, and the NRSC AM RE emissions 
mask whidi has been consequently adopted into law by the FCC. In addition. Motor- 
ola has been a past manufacturer of AM broadcast receivers and is presently a man- 
ufacturer of AM stereo broadcast equipment as well as one of the leading manufac- 
turers of integrated circuits. Motorola has shipped about 24 million AM^ stereo de- 
coder integrated circuits to date and offers a complete family of AM stereo inte- 
grated circuits covering all radio receiver types. Finally, Motorola has worked di- 
rectly with many manufacturers on the design of AM stereo receivers. 

The central focus of these comments is on AM stereo with the major emphasis 
on receivera. Many improvements accrue to AM radios as a result of the stereo fea- 
ture. These improvements will be discussed in Seetion 2. Related subjects are intro- 
duced as required. 

1.0. AM stereo progress update 

A brief review of the present status and direction of AM stereo sets the stage for 
ensuing discussion. This review will cover the progress in both the broadcast and 
the receiver arenas. 

1.1. Broadcast conversion 

Figare I shows the U.S. growth in AM stereo stations to the present. Several coth 
elusions may be inferred from the data: 

CXDMMERCIAL AM STEREO STATION PROGRESSION ';; 

UNITEDSTATES ^ -. . ^ . 



Stations On The Air 



f 




C<iUAM SYSTEM 
OJHER SYSTEMS 



Year 
NOTE 1 : C-QUAM plot captures C-QUAM pilot compatibie Harris stations as of 1966 
NOTE 2: Growth rata ot stations converting to AM stereo is slowing. 
NOTE 3: Ratio of C-QUAM AM stereo stations to other systems is over 95 to 1 and has 
been increasing. 
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YEAR 
NOTE 1 : C-QUAM plot captures C-QUAM pilot tone compatible Harris stations as of 1986 
NOTE 2: Growth of stations converting to AM stereo is slowing. 
NOTE 3: Ratio of C-QUAM AM stereo stations to other systems is about 95 to 1 
and has been ir^creasing. 

• Over 95 percent of those iffho have converted to AM stereo are now using the 
C-QUAM system. This oonvei^nce steadily continues to increase as other systems 
have receded. 

• Approximately 650, or about 20 percent of the U.S. broadcasters' have converted 
to AM Stereo. It has been nearly 10 years since the FCC approved stereo trans- 
uussion. ~7 -, % 

The Appendix indu'd^ a. tiat of AM Htereo broadcast stations. Figure 2, intra, 
shoMnrthatpresent G^UAM AM Sterao stations have tJie potential to reach about 
96 percent nf Hie UJ3; population. 

1.2. Receiver /IC decoder status 

Figure 3 reviews the growth of AM Stareo dacotiera shipped to date. Due to the 
widespread utilization of 'Jyst in Time" inventories in the receiver indutt^, the ASt 
Stereo receiver status is nearly the aame^ 

Conclusions that can be drawn from Figt]i>e S are: I { 

• C-QUAM dominates all other syBtem decoder approaches, I I | 

• There are approximately 24 million C-QUAM AM Stereo receivers now. 

• The AM stereo receiver population growth rate has alowcd. 

In order to appreciate the receiver status fully, it ahould be noted that most all 
of the AM stereo radios manufactured to date have been automobile types. In fact, 
15 percent to 20 percent of the new cars sold in the U.S. decode C-QUAM AM 
Stereo. To date, there has been almost no AM stereo penetration in other types of 
radio products!! 
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C-QUAM® AM STEREO 
STATION COVERAGE AREA 

ESTIJVIATED USA POPULATION SERVED 235 MILLION 06%} 




AM STEREO DECODER IC'S SHIPPED 



IC'8 (Millions - M) 



f 




B C-QUAM 

■ MULTI/ OTHER SYSTEM 



<0twmunta 



'"year 



NOTE 1 : Graph indicates steady rtctivar growth. 

NOTE 2: Non-C-QUAM racfivers. no tonger manufacturad, ara lass than 1% 

of all AM starao racaivars currently in the marketplace. 
NOTE 3: The vast malority are auto receivers. 
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CQUAM AM STEREO SCORECARD 

C-QUAM tS A GROWING WORLDWIDE STANDARD AND U.S. DE FACTO 
STANDARD • NO OTHER SYSTEM HAS ANY SUCH SUPPORT 

STATIONS ON THE AIR: C:QUAM flIUEBa 

WORLDWIDE 865 

UNITED STATES 657 

CANADA 86 

AUSTRALIA 75 

OTHER 47 

WORLDWIDE TOTAL OF 

STATIONS USING 

OTHER SYSTEMS) <20 



INTEGRATED CIRCUITS: C:QUAM flIUEBS 



CURRENT C-QUAM IC'S 

(RECEIVERS) IN MARKETPLACE. 23 - 24 MILLION 
RECEIVER AVAILABILITY IS 
NEAR 1 00% OF IC COUNT.) 

OTHER OR MULTI-SYSTEM DECODERS <0.2 MILLION 



WORTHY OF NOTE: 

• FIVE OUT OF THE SEVEN #1 RATED AM STATIONS IN 
THE TOP 10 U.S. MARKETS ARE C-QUAM. 

• ABOUT 50% OF TOP AM'S IN THE TOP 1 00 U.S. MARKETS 
ARE C-QUAM. 

1.3. Updat9 tummary and eoncluatotu 
TIm Bood newg is that broadcast stations' conversions and AM stereo receiver 

Suantitles continue to grow. In addition, convergence on the C-QUAM svstem as the 
e facto standard has been overwhelming. However, the data also reveals distuibing 
trends: 

• Slow broadcaster conversion— According to receiver manufacturers, this im- 
pedes receiver production and AM stereo introduction to a wider range of radio 
fypes other than auto. 

• Slow AM stereo receiver growth— Lack of growth retards AM stereo's beneficial 
impact on AM radio and has oeen a serious impediment to a faster rate of broad- 
caster conversion. Lack of receivers is frequently dted as a primaiy reason for non- 
conversion hy broadcasters. 
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2.0, Inherent benefits of stereo 
Most frequently, after conversion to AM stereo transmissions, broadcasters oom- 

stereo by-fprQdM^fOC<unJ|BCTO n^^ifcfaffwppmitr 

ter, has been re-visited m the conversion process. There is a renewed interest and 
pride associated with "going stereo* and attainment of the good sound associated 
with stereophonic effects. As a result, more attention is paid to the quality of audio 

K.'WteSS Sa^lS^'abtyrSSv??^^ *^ W^WWetching. 
Similar improved performance effects occur in AM stereo receiver design. For the 
first time in years, the radio designers re-visit the entire design ^4 t'^P^^^^ ^~ 
tribution of RF, IF, decode, tti^ audio of an AM stereo radio. As onn^lMa' with a 
typical monaural receiver, we.dianges usually result in thebeit/^flts p]^wpi^;|4 Table 

TABLE 1.— INHERENT ADVANTAGES IN AM RADIO DUE TO STEREa^EAlfliiA'l^NE 

1) Higher Fidelity Receive!^ manufacturers tend to increase the reoeiVied band- 
width to take advantage of the stereo ambiance effects of the higher audio fre- 
quencies. i(_.> ; .'\ i =■ ; i' -! C \ WuJ TK") W 

2) Better RF tracking This is necessary to improve thiQiiigptBr^jlj^jbi^fll^^ the 
channels,, but as a consequence, also improves tne hi^fj^eq^^au^ du^ilt^n per- 
formance. ' \ -^ . . - - 

3) Lower Overall Distortion— AM Stereo IC's are generally higher performance 
than standard mono IC's. This is a consequence of achieving good single diannel 
performance. 

4) Earner ]Ra4io Tuning— To mf^ntain good stereo jpedoinmnce on pianuajhr tuned 
radios^ St^ia^Tequired,iiher«byanaking the AAr-mlf^fettsfey^W&Afe^aAW^ to 
a station. 

5) Better IF Filters— The concern for good stereo sound has resulted in the devel- 
opment of unproved IF filter elements. 

6) Added Design Interest — The competitive steiieo leaiurQ Vyps '^if;'ffi|gj||eer an 
awareness and reason to d^a^ a better radip. ; :; , \ > / ] ^ , . ; -^ .i l^ . 

' "^ — ; • ' \"^ ' '.^-"'i ' A'. ' /- ' ,\ K^\ " ' '' !'"! ' 

Note that distortion, frequency response, anc^^ease of ^Qing d^ii^ vpj(M^<^fily im- 
— L_j nil V j.-_x_ _i — — _^ _f_^.i4.^^^ j^ impi^ve'infent conSequer 



S acted. These by-products alone are of significani Am impriyveini§M consisiquence. 
lut these effects are only the beginning of the performance and features improve- 
m^lit,potentials. due to AM Stereo.'. . m", •';^^':'. !! M FH""' R'^H TO 

2,1 Additional IC performance pluses in AM Stereo 
The addition of an AM Stereo decoder IC, together with new technology, presents 
a host of other easily attained present and future performance advanta^s. TiQ>le 
2 lists some of these advantages that either are already in esdstilii^ Afil cUi^)!^ 
coders, or could readily be implemented with today's technology. 

TABLE 2.— EASILY ATTAiNED ADDITIONAL PEI^RMAKCE PLUSES* DU^'^TOfC DEOODER 

CHARACttEBISTtOS ' - * ^. ! rri. 

1) Synchronous Detection — all persent Motorola IC decoders have synchronous 
detectors that qould be utilized. r ,5 : ' '.; 'J8 A • 

2) Noise and/or Interference Recognition and Discrimin^^on^^The-^^Phase de- 
tector gives an accurate indication of noise or interference. Thfs ckn Be liTCd fon 

• Improved Signal Seek 

• Improved Stereo Seek ••••. .iv '.-'.'«, ''m.- ••'.■,i'\!r..r.< •i5Gb:v3 X \. 

. ;..f. B)end.Efi(ect^ .. /.•■•-> -,;l.-l -'i^/a • . .dAuh'-^'I hK^.i hi Kwi^n (;oi,'; '.■• 
, ^» Alitom^ic BandwidUi O^^xiorJ^ uj l tij/ . j ^o : i .ji; 

. 5[) IViweig^ignsC^.Lp^ ,..-.-...•. r,;u ;...•! WuiUfM^j, (-.-: : •■ 

• Even Smarter Adaptive Reception Techniques -L > •; 
. • ., Pecreased Punc|ion Cofl^. : ,.-, • . ......•,-. /,?.•.•; '-».3;-.'a->hivo'iii ■,/.. ^* •» 

r.:-. •' ' .. . — -■ — • — '■ rr; — :/■■ ' ■.. •■!r- ■■'■/' r. ' ih-i ■-..;' !■.Ll^^^'f. ' J ' f-.rV'-^. ' iy r - ' . > '^". j 



OJU;. .l;iH 



:.... A>t:Sx .iiOiK'!JV:lO'j 'T'>; .- 
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2.2, Stereo is a driving force 

In the early days of stereo experimentation, J JC. Hilliard concluded that even nar- 
row band stereo had far more entertainment value than monaural high fidelity.' 
Since then, the evolution of multi-channel sound has been relentless. Virtually all 
entertainment products and services include the stereophonic feature. FM, TV, Hi- 
Fi's, analog tapes, compact discs, DAT tapes, movies, etc., all provide stereo. Enter- 
tainment products and services of the future, such as EDTV and HDTV, not only 
intend to use stereo, but intend it to be of the hi^est quality. There is no doubt 
that this has become a stereo world. To compete for listener's attention without 
stereo is to accept an unnecessary handicap. 

2.3. Wh(U kinds of AM radio improvement can be ejected from stereo? 
Fiffure 4 and Figure 5 depict the performance of today that can be expected due 

to AM Stereo receiver design. These data are abstracted fW>m receivers submitted 
to Ji^nn'iB MPT AM Stereo Committee. As can be seen, Uie auto receiver, which 
compensates for NRSC pre-emphasis, has an effective 6 dfi stereo bandwidth of 7.5- 
kHz. This effective bandwidth is achieved even though the receiver is specifically 
designed for the closer, foreign 9 kHz frequency assignments. Separation averages 
30 oB. Figure 5, a Hi-Fi type AM Stereo receiver, illustrates an NRSC compensated 
AM Stereo bandvddth of over 10 kHz and separations greater t^an 40 dB! 

Make no mistake rixmt it, the stereo feature has been the driving force behind 
these kinds of performance figures. 

riaORB 4 . EXAMPLE OF VERY 6000 FIDELITY AN STEREO AUTO RECEIVER 

. AVEMSt itPliR^TEOH 30 dt[ D1S1QD.TI0H H; 1.5 kMl BESP 

r . ; i J , 

I _ . J .. _.. STEREO TRANaWSSlOW - STEREO ftECEPTlOW - AudO FR£QtJeM:Y BE3PONSE 

; ^^^ Dfl-EmpiiasJs Modjlition ^/^ £,>f 





—*r Fiftu*« I n f ) y 



NOTE 1: This Is a non U.S. 9 kHz spacing radto. 

NOTE 2: Reproduced from test receivers data bank $ub«1ss1ons to Japan's NPT. 



'Hilliard, J.K. "Audio quality— intermodulation teats* (review oT I. RE. paper) Elect. 
(April, 1946)218. 



19.4 
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riQURB * • EXAMPLt OF HlfiH FIOCLlTT AN STEREO RECEIVER. 

t(MKAT|Ot( OVER 40 M» PItTORTlON MCLl UNDER Itt 10 Mt RCSNNSE. 

STEREO TftANSMISSK)N ^ STEREO fifCEPTION - AUOlO FflEQUENCV RESPONSE 
CARVER TX 1 1j Seriil Nurrt»f &U1 RF FfOtMrtcy /^Ir ^TA 



^ MHIG 

'p^ ECilH|C1t»CtfHVi 





NOTE 1: Reproduced frM t«it r«c«1v«ri d«t« b«nk tutaltiloni to Jtptn'i MPT. 

2.4. Why stereo for AM improvementf 

It is anticipated that AM Radios may also immve significantly due to the adop- 
tion of the NRSC standard de-emphasis and NRSC suggested perfonnance mini- 
mums. There is no doubt that these kinds of actions will nelp. To the listeners, any 
actions that reduce interference will also improve the perceived quality of the AM 
service. However, remaining deterrents to wider receiver bandwidtns are the effects 
of broadcast station audio processing techniques and transmitter distortion. Many 
broadcast stations are a^fusted to m loudness while maintaining good sound in a 
typical narrower bandwidth AM monaural receiver. This makes good sense in view 
orthe nature of their maiket and the preponderance of narrow band monaural re- 
ceiven. However, transmissions that may sound good in a typical narrow band 
mono receiver can sound somewhat distorted to the listener of a wide band or hi^ 
fidelity receiver. 

The situation typically changes for the stereo broadcast. The presence of the 
stereo pilot tone is a hi^ probability indicator that many quality control steps were 
taken m the process of station convenion to stereo. 

The AM Stereo receiver typically adds an integrated circuit to recognize the pilot 
tone, validate the signal, and decode the stereo. An IC is necessaiy oecause tnese 
are a comolicated set of functions that would be veiy hi^ in cost without such a 
dedicated IC. One truly great benefit about IC's is that once one is committed to 
a certain set of functions, a little extra silicon to perform even more functions costs 
very little at the margin. This is why AM receivers can look forward to so many 
admtional features as a result of adding the stereo IC. Furthermore, as additional 
competition develops and subseauent generations of IC desi^s are implemented, 
the function density (features ana performance) may be expected to increase and the 
cost per function to decrease. 

3. DETERRENTS TO AM IMPROVEMENTS OFFERED BY STEREO 

3.0 General 
There have been manv deterrents to the growth of AM Stereo. Pint, the AM 
broadcasters were steadily losing ground to FM. Reduced revenues were not condu- 
cive to investing in a confusing multi-system arena of AM Stereo. Similarly, many 
receiver manufacturers' profits were less than satisfactory. Hence, there was not a 
great deal of incentive to add cost to address a multi-system arena. In addition, con- 
cern for possible anti-trust violations prevented groups of broadcasten, groups of re- 
ceiver manufacturers, trade associations, and broadcast equipment manufacturers 
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from jointly supporting one system or another. Table 3 is a list of some of these de- 
terrents. 

TABLE 3.— MABKETPLACE DEFERRENTS TO STEREO AM CAUSED SLOW GROWTH 

• Justice Department concerns 

Receiver industiy and broadcast industiy trade associations reluctant to 
adopt an industiy standard. 
Groups of receiver manufacturers reluctant to jointly support one system. 
Groups of broadcasters reluctant to jointly support one q^m. 

• Piece proponent versus proponent competition— Confused broadcasters and re- 
ceiver manufacturers. 

• Multi-system radio falsely observed as a panacea by some. 

• C-QUAM, as the leader, mquently became a target for complaints. 

• Broadcast station reluctance to convert without many receivers and types. 

• Foreign receiver manufacturers reluctance to participate with non-auto receiv- 
ers. 

• Because the initial choice of a standard was challenged, the FCC became reluc- 
tant to continue the standards process. 

• Litigation fears. 

The real wonder of AM Stereo is that it has progressed as well as it has in the 
face of these obstacles. Great credit is due to those oroadcasters, receiver manufac- 
turers, and other eouipment manufacturers who stepped into this forest of impedi- 
ments and brou^t AM Stereo to its present stage of development. 

3.2 Broadcaster deterrenta 

Motorola has been surveying U.S. broadcasters for several years. About 35 to 40 
percent of the respondents to the related questions rank lade of a standard and lack 
of receivera as migor reasons for not converting to stereo. These question responses 
are lumped because it is Motorola's conviction that the lade of non-auto recievers 
is, to a large part, due to the lack of a standard. 

AM Stereo has penetrated the new car auto radio maiket to a 15 percent to 20 
percent level. This penetratu>n by the new service is largely a result of domestic car 
radio manufacturers setting the pace. Foreign auto radio suppliers have had to meet 
the U.S. competition. 

Now consioer the non-auto radio maikets, whidi account for volumes that are 
more than two times greater than auto radios. The AM Stereo penetration of these 
radios, such as the peraonal portables, portables, boom boxes, table/bedroom/kitdien 
types, component modular ^stems, Hi-Fi, etc., is almost negligible. But the design 
and manufacture of the vast majority of these non-auto radios are from foreign 
countries. These suppliers may be reluctant to invest in a foreign market that has 
no official government standaixL 

The Motorola broadcaster surveys also show another factor for non-conversion is 
cost. But Motorola believes that even this factor is colored to a certain extent by 
lade of a standard. The lade of a standard makes the investment an "elective" ex- 
penditure when only, 17 percent of the broadcasters have converted. But, if near^ 
60 percent of the broadcasters were converted, as in Australia, the need to convert 
to remain competitive would become an accepted "must do" expenditure. See Figure 
6 for the impact of a stereo standard on Australia commerdal broadcasting. 
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AT TIME OF 1 YEAR AFTER 

STANDARD ADOPTED STANDARD ADOPTED 

Standard Status 



^1 Stereo StaHons 



NuK 1 Ausualu has «pproxjinatcty 139 cummercial AM stations. 

Note 2 Nearly 60% of cotnmeraal AM staiioni in Australia broadcast m AM Stereo, compared v/ith about 17% in th« United Slain. 



^i 



• j^o^; ir the stktbs of tlie brbgi^ 6t tH^'AM'St^risb ife^&V^i- fSdti^ lii^ift te- 
^^d. Aitotit it ikfixi^ ti^'^^i^^t'bf the li^ iiirndbil^ ^Ml«PUi)i^.8rM^e 
3tereo. Soption 2 illustrates ^ AMStbi^'^ii^lfy M W4ioit^ttf>m^i«e^i^ 
"^iV^ide^^. ^tilL' thei^ hasf^beeiii^lmbst Hdpe^eti'dtM ^^AM'B«m^^^the 

trast, the auto radio competition is set by U.S. domestic man]i&{ttanprB9'X)lhii* iiif- 
'^'^dMiits^^ iniittt in(^d^iiie>«terto leatai^lo/ooni^icte.t A^ aRfthcDli3adtn£r4blN^ign 

'me&ufiaotureri^ donoi fffodii^ significafit nimibi9Stf!oC'jioiif;»u^r)AMvat?m#^ 
,(tfab;otheFiiiisdMdB of maiiufactui»i9'4Q;>Qo:t. d^^e^r to Q0i^iAJ4.;£!>^ff^^of;i^i;4o 

compete. 

When queried, there are ''i^asoiiii'* QneTed^l^^Ui§fe>m for non-partici* 

demand. iJ■anlul>j^ 

red after a miu-ket is estabhsned. 
^^ ^ ... x^^v -«-- „.„»JcaBt stations are needed to create a receiver maricet * * * 
preferably more. 

Other comments include the inability to advertiie nationally due to limited mar- 
ket and/or difTicult advertising conatramts.^ 

Note that the growth rate of TV Stereo, where at least an industry start dard ex- 
ists, has resulteo in a penetration of about 40 percent. In addition, based again on 
our broadcast survey results, the NRSC pre -emphasis industry standard has already 
been incorporated by the majority of the AM broadcasters. Clearly, these examples 
show that the impact of a stHiidard, govern men t or Industry, U manifest 

Finally, it is worth noting that the domestic auto radio manufacturers moved for- 
ward with AM Stereo in spite of all the above cited reasons not to. Many UJS. broad- 
casters have done likewise. This kind of leadership has always been necessary to 
establish anv new feature or service. But these leaders need help to fully devebp 
AM Stereo. Many more broadcasters and receiver manufacturers must jom in. For 
anyone to say there is no market is a most curious comment. First, there is a veiy 
substantial auto radio AM Stereo market. Second, there is never any maricet until 
the investments and hard work of the imaginative leaders begin to bear fruit. 



.pation. Among these reasons are:^ 

• There is no market i' 
^, ^f Designs will be oflered 
^^ * At least 1000 broadcast stations are needed to create a 



'ManufacturerB consider it negative if an advertisement must say or read ***** This radio 
only receives the C-QUAM stereo system. * * * There are several other FCC approved systems. 
♦ ♦ ♦" or woids to that effect 
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These coimneata have focused on AM Stereo because of cooviction that the siereo 
featui^ k absoluUly necessary to even have a dianoe to compete in toda/^ markeU. 
In addition- the stereo feature results in many broadcast and receiver performance 
direct and by-product improvements. This is not to imply that Motorola only sup- 
ports AM Stereo Lo the exclusion of other AM improvements. Motorola supports, has 
participated in, and has contributed to industry elTorts to improve AM raaio through 
leceiver design, standardised pre,-efl^>haais^.an^ sta^ardized, f j^^giojis niaeJki^^^ 
reduce mterierence. _ ^ j ,^,iL* ^ vt i ^^ Jn^\^.,^ i-*!, .a*-- n **.. a -jti ii 

4.1 Leg}8kUion considerations 

Motorola is generally not supportive of consreBsional legislation to mandate 
broadcast standards. Such things are best left to FCC determination. In the absence 
of a sovemment standard, AM radio need the help of an industry standard, but this 
pKMsioility has been stymied due to legal concerns of the relevant Trade Associa- 
tions. 

In addition, the chicken and egff of "more receiverB< — ^>more broadcast stations" 
has been perpetuated and st>rmied by a lack of stereo non-auto radios. The supply 
of almost all of these radios is controlled by foreign interests. It is almost certain 
that these interests have been negatively affected by the lack of a U.S. standard. 

Given this unique set of circumstances, it appears that it may be appropriate to 
search for a path whereby the existing UJS. de facto standard may expediently be 
recognized. 

4.2 An AM stereo standard 

In 1982. the FCC took a bold and imaginative step in declaring that the market- 
place is the correct forum to establish an AM Stereo broadcast standard. In one 
sense, that decision was a tremendous success: the maiketplace spoke. AM Stereo 
has continuously evolved to essentially one dominant systenL 

However, the marketplace dominance of a single system has been insufficient to 
gain reasonable forei^ receiver manufacturer jMuticipation to date. This, in turn, 
has negatively afifectea broadcaster willingness to invest in stereo. And the resulting 
circle of slow fpnowth continues. 

Given the circumstances surrounding the present status of AM radio, the maiket- 
place has accomplished and is accomplishing all it can do: 

• The vast mfuority of AM Stereo oroadcasters are on C-QUAM. 

• The vast majority of AM Stereo radios are C-QUAM. 

Butthe ffrowth rate is too slow to greatly have an impact on AM radio needs. 

FCC acknowledgment that the marketplace has converged to a sin^e system 
mi^t accelerate stereo growth for AM radio.^ The other approved ^stems of ten 
years ago have withdrawn or have decisively lost in the marketplace competition. 
Should a path be found that leads to the adoption of C-QUAM as the standard. Mo- 
torola would take reasonable steps to soften the economic impact on those very few 
broadcasters who now employ another system and who would nave to change. 

Motorola is of the conviction that it would be very beneficial to AM Radio if the 
U JS. de facto standard could somehow become the ouidal national broadcast stand- 
ard in a decisive, expedient manner. On the other hand, if there is no clear cut and 
expe^ent methodology whereby this objective can be achieved, the no action should 
be taken. At this late date, any lon^ drawn out process or initiation of a normal 
rulemaking proceeding, would only mcrease uncertainty and further confuse the 
broadcasters, the radio manufacturera, ad other countries. 

4.3. The future of AM stereo 

C-QUAM has become the national broadcast standard in Canada. Mexico, Aus- 
tralia, Brazil, and South Africa. Most recentlv, Japan has adopted C-QUAM as its 
standard. It is awkward that this system of choice is not a standard in the country 
of its birth and development. 

No one can predict whether AM Stereo will live or die aS a direct result of any 
present government inaction or action. The past growth has noticeably slowed in re- 
cent months. The alarming points of concern that can be made are: 

• Broadcaster conversion rates are too slow to meet the needs of foreign receiver 
manufacturers. 



^ There is a facetious alternative which would also increase AM radio competitiveness. Simply 
take away the FM radio stereo feature and also significantly limit its bandwidth. This fictitious 
scenario is readily recognized as a ridiculous step backwards, yet it does describe the market 
handicaps of AM radio. 
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• Foreupi receiver manufactarers have not moved toward AM Stereo in non-auto 
products. Lack of these receivers impedes the broadcaster conversion rate. 

On the world scene, Japan has taken a leadership position and chosen C-QUAM 
as its national broadcast standard. It is reasonable to expect that other A/P nations 
will gradually follow Japan's lead. The Asia Pacific region is the most significant 
source of non-auto receivers to the U.S. maricet. Once the Asia Pacific maricet is 
supplied with AM Stereo radios, there is every reason to hope that the manufactur- 
ers will also supply the U.S. market by tacking on additional manufacturing. Hence, 
thanks to Japan s decision, it may be that the IJ.S. will eventually receive me quan- 
^ties of stereo radios necessary to bolster the AM Ractio Service. On the other hand, 
if the Asia Pacific continues its non-US. participation^ and the above circle of slow- 
ing growth conditions continues, the stereo feature for AM radio will have a veiy 
doubtful future. 

The Appendix is attached to these comments and its data are offered for the 
record. Motorola is most appreciative to have this opportunity to share our AM 
Stereo experience and observations. 
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&QUAM Ay STFREO NOTABLE EVENTS 



YEAR 


STATIONS ON Am 


1982 


2 


1983 


67 



1984 
1985 

1986 



204 
349 

485 



1987 

1988 

1989 
1990 
1991 



598 



641 



865 



NOTABLE EVEMTS 

1st U.S. insltfad C-OUAM STATION. 
1st Fdraign (Canada) instalM OQUAM 



Oeloo and Pk>naar C-QUAM auto racaivars 
introduoad. 

1stAustralanC<QUAM. 

AUSTRALIA ADOPTS C-QUAIL 

Chryslar. Foid, Nissan, Toyota offar 
C-OUAM. 

BRAZIL ADOPTS C-OUAM. 

Chryslar makas COUAM standard in all 
vohidas that hava FM starao radk)8. 

AMC / Jaap. Volkswagan, Marcadas. and 
Mazda add C-QU AM. 

Mora than 20 COUAM aftarmarkat 
recaivars at Summar CES. 

CANADA ADOPTS C-OUAM STANDARD. 

NTIA racommends C-QUAM pilot tona 
protaction to FCC. 

FCC COMMISSIONERS DECLARE 
THAT C-QUAM IS DEFACTO AM 
STEREO STANDARD. 

1st C-QUAM portable recaivars available. 

MEXICO ADOPTS C-QUAM STANDARD. 

JAPAN ADOPTS C-QUAM STANDARD. 
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A BROADCAST STANDARD rS A "SYSTEM" OF INGREDIENTS 
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^ THE LINKS OF THE "CHAIN" REQUIRE AU OF THE NECESSARY 
<r TOOLS ID IMPLEMei7 THE SYSTEM. 

• STANDARD 



if AM STEREaS WEAKEST LINK HAS BEEN THE NEED FOR 
MORE RADIOS. 



M'i or: 



as; 



^'* J^Mill^liA^ INDUSTRY— U.S. 



• Ail^Jlu^ket share, dboutV^ AM.} 

• Only about ¥i AM broadcasters profitable. 
m . Kieomicmaiy^ for rmaz7 maiicetB; ^ .: 

• Estimate that 30 percent of those who can afifonl C-QUAM have it. 

• C^DBtof joonversion is ataisaor ftittor for many. o ^" 

• Pending new FCC rules had depressing euect due to ii\jection of uncertainty 
in 1990, 1991. New FCC rules will help, but not quickly. 

• Prospect of DAB also having negative effects on conversions. 

• Lack of more radios is most often cited as reason for non-conversion. 

RECEIVER INDUSTRY— U.S. 

• Virtually all non-auto sets imported from A/P. 

• Low profits — ^many participants. 

• AM stereo not neeoed— except defensively. Eiigo if leaders do not participate, 
no one has to. 

• Cost reduction pressures. 

• The A/P region has chosen to not participate in the UJS. market with non-auto 
radio AM stereo products. 

STANDARDS STATUS SUMMARY 

UJS. — De facto standard, >650 stations on air. 
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France; and Spain, 2. '/.:': j^-' 

Region 2— 0-QUAM standard in Canada, 80, in Mexico, 3, and Bradl, 19; five 
other South American countries, 11. 

Region d— C-QUAM standard in Australia, 80; others broadcastiiig CrQUAM in- 
dude. Tliailand. 1 2. Ta iwan. 5, Hong Kong, 3, PRC^ 2, and the Plii&jp^es. 

dQUAM tf JBJg^adilwkdged da facto standard, >650 sutions- 
FCC AM radio'rolemaking rBleaaed— AM dtereo made a pfrefereDce item-|-^.duc- 
tion of interference standards and incentives; revitalization throng fewer, but hi^^- 
er quality stations; expanded band: higher quality service mkB; and NRSC receiver 
pie-emphasis standaros also endorsed by FCC. 



JAPAN « Ml 

Dg Sid A 



• JOi^ JO^ and JOLF in Tokyo, Manichi firoadcaatiiig Sid ABC in Osaka 
hove equipment iniatalled. :. 

• BAFT licensing: 1/92. < ■ ■ ^b sh ^ l^ ^ t 
. SUtion -proofs'': 2^. jfilT JW ! || MM # i 

• Onair:9:00AM,3/15/d2! IMH'B'H !■'■'■ V i 

• Several additional stations expected to jqIh in 2nd quarter. b\ «.^. 

BEGiON 1 

South Africa— Standard, 4. 
United Kingdom — Test proceeding in process. 
France — Test proceeding in process. 
Spain — Two stations. 

REGION 2 



Canada — Standard, : 

SoiMAmirksa—BrBM, standard, 19; Vene^eK 7; ChiJgy 1; Ecuador, 1; Colom- 
Ma, 1; and Argentina, 1. 



REGION 3 



'il 



Australia— Standard, >80; Thailand, 12; Taiwan, 5; Hong Kong, 3 (1 pending); 
PRO, 2; and Philippines, 1 (on air, govenunent standard in ptrDgpesB). 
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TOTAL C-QUAM BROADCAST EQUIPMENT SALES PER YE/' 

UNITED STATES AND FOREIGN 
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YEAR 
AM STEREO RECEIVER MANUFACTURER PROGRESSION 

NUMBER OF RECEIVER MANUFACTURERS 
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YEAR 
NOTE 1 : While total receivers are Increasing about 2 to 4 million sets per year, the number c 

manufacturing participants is decreasing. 
NOTE 2: There are dq multisystem AM stereo receivers being manufactured today. 
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C-ONM m STBCO LISTING « OF 9-91 



NMRIS nun TCME OMWTIU 37 
TOTM. rATIOfi « nC MR 816 



COMRCCTIONS ENCOURAGED 

MOTOROLA 
1216 REMINGTON RD 
SCHAUM8URG. 1160173 
PHONE 706-576-3S92 
FAX 708-576-5479 
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